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VALUE FOR RATE MAKING AND RECAPTURE OF 
EXCESS INCOME 


INTRODUCTION 


In the famous case of Smyth v. Ames, by which the Supreme 
Court recalled the control over rate regulation it had renounced 
in the Granger cases, the Court declared “that the basis of all 
calculations as to the reasonableness of rates to be charged by 
a corporation maintaining a highway under legislative sanction 
must be the fair value of the property being used by it for the 
convenience of the public.” In elucidating its declaration, the 
Court also declared the rights of the parties to the litigation. 
The Court said, “What the company is entitled to ask is a fair 
return upon the value of that which it employes for the public 
convenience” and ‘‘What the public is entitled to demand is that 
no more be exacted from it for the use of a public highway than 
the services rendered by it are reasonably worth.”” 

On first reading, these announcements seem clear and seem 
to furnish a rule for the guidance of all concerned. As a matter 
of fact, however, every one of the major propositions involved 
has received widely differing interpretations. What is “fair 
value”? What is “that” which the railway devotes to the service 
of the public? What is a “fair return”? What are the services 
rendered “reasonably worth”? Every one of these questions is 
the subject of sharp controversy. 

*169 US. 466, 546, 547, decided March 7, 1898. 
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In this paper the question of what is “fair value” will be dis- 
cussed. The question is one of far-reaching and tremendous im- 
portance. It involves all public utility property and is thus of 
direct concern to the owners of one-tenth of the reported nation- 
al wealth. No controversy involving so much property and the 
welfare of so many people has ever been appealed to the Su- 
preme Court for decision. It will be the object of this paper to 
present the controversy so that the wayfaring man may under- 
stand the conflict and what is involved. 

In handing down its decision in Smyth v. Ames, the Court 
said that in order to ascertain the “fair value” of the property 
employed for the public convenience 
the original cost of construction, the amount expended in permanent im- 
provements, the amount and market value of its bonds and stocks, the 
present as compared with the original cost of construction, the probable 
earning capacity of the property under particular rates prescribed by stat- 
ute, and the sum required to meet operating expenses, are all matters for 
consideration and are to be given such weight as may be just and right in 
each case. 


And to be on the safe side the Court added, “We do not say that 


there may not be other matters to be regarded in estimating the 


992 ’ 


value of the property. 
The foregoing statements of the Court in some quarters are 
regarded with all the sanctity of a direct revelation, while in 
other quarters they are looked upon as confusing rather than 
helpful. On page 27 of their brief to the Interstate Commerce 
Commission of August 1, 1917, in behalf of the Texas Midland 
Railroad Company, Mr. Pierce Butler and Mr. Leslie Craven 
declare “in stating the rule for determining value in general 
terms it is difficult to improve on the statement in Smyth v. 
Ames” ; and on page 74 in still greater admiration declare, “The 
general rule in Smyth v. Ames has become a classic.” Judge W. 
G. Brantley on page 28 of his “Memorandum on the Value of the 
Atlanta, Birmingham & Atlantic Railway Company” of May 13, 
1922, to the Interstate Commerce Commission in Valuation 
Docket No. 1 took quite another view. He most truly said: 


* Ibid. 
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The famous so-called rule in Smyth v. Ames so often quoted, is not a 
“ryle” for any purpose, and least of all for the purpose of determining 
value. It is a mere suggestion of some of the elements or facts which should 
be considered in the determination of the “reasonableness of rates estab- 
lished by law for the use of property by the public.” 


Although he regarded this so-called “rule” as helpful, Mr. 
Samuel W. Moore was of the opinion that it stopped far short 
of providing a solution. On pages 5 and 6 of his brief of May 
25, 1918, in behalf of the Kansas City Southern Railway Com- 
pany to the Interstate Commerce Commission he said: 


Everyone will recognize that while the rule of Smyth v. Ames cleared 
up the situation to a certain extent, it was far from affording a satisfactory 
solution of the problem. It still left a wide gap to fill, From the data 
which it characterizes as “matters for consideration”, to the final adjudica- 
tion of value, was not only a long step, but an exceedingly important one. 


Of this so-called “rule” Dr. Arthur T. Hadley said on page 56 
of the November, 1926, issue of the Bulletin of the National Tax 
Association: 

The Courts have not, so far as I can find, undertaken to define value. 
In the case of Smyth v. Ames, which is most often quoted, they have given 
a summary of a number of contributory causes, or, as they call them, ele- 


ments of value, but without even then stating what was the thing they were 
after. 


That the term value has the same meaning in rate regulation 
as that given to it by business men and economists was denied 
long ago by Mr. Eshleman, president of the Railroad Commis- 
sion of California. On page 72 of Volume V of the Opinions and 
Orders of the Commission in his concurring opinion in the case 
of Town of Antioch v. Pacific Gas and Electric Company de- 
cided July 6, 1914, he said: 

To fix rates we are told we must know the value. But the final bene- 
ficial value to the owner of such property can not be known or even exist 
until after the rates are fixed. Therefore, of very necessity this first value 
which must be known before rates are fixed cannot mean the same as the 
resultant, and we must find it by other rules. The Courts have called it 
“fair value.” .... That the confusion existing with reference to the proper 
basis for determining this so-called value is due to the fact that it is mis- 
named, I have often heretofore pointed out Value .... in its com- 
mercial aspect . . . . we have made . . . . dependent primarily upon the 
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earning power of the property valued. Value as thus understood, and as 
blindly sought after in all these rate inquiries by the utilities and many 
commissions and courts is something that cannot be of aid in the fixing of 
rates. 


While time has shown that in Smyth v. Ames the Supreme 
Court neither defined value for the purpose in hand nor gave 
a rule for its ascertainment, for some time it was widely be- 
lieved that it cleared up the situation; and Congress, in response 
to demands coming from several different sources which were 
under the influence of the decision, passed the amendment to 
the Interstate Commerce Act of March 1, 1913, commonly called 
the “Valuation amendment.” This amendment, generally re- 
ferred to as “Section 19a,” authorized and required the Inter- 
state Commerce Comission to find and report the value of the 
property of all railway companies engaged in interstate com- 
merce. By Section 15@ which was added to the Interstate Com- 
merce Act February 28, 1920, Congress directed the Commis- 
sion to make provisional valuations to serve the purpose of rate 
making in the emergency that confronted the railways at the 
time they were returned to their owners by the government and 


for the purpose of recapture of excess earnings should there be 
any. By the activities of the Commission under these two amend- 
ments, the widely varying contentions of what is “value” for 
rate making will shortly be placed squarely before the Supreme 


” 


Court, but the widely hoped-for decision clearly defining “value 
for rate making and stating the rule by which it shall be ascer- 
tained may not be forthcoming. 

In the pages which follow an effort will be made to present, 
in understandable form, the contentions under sections 19a@ and 
15a of the various parties to the valuation controversy. The ar- 
guments presented at the hearings before the Interstate Com- 
merce Commission and in the litigation under both sections will 
be reviewed. The heat of the controversy over what is value for 
rate making has shifted from Section 19a to Section 152, and it 
now looks as though the question may first reach the Supreme 
Court in the case involving the recapture of excess income of the 
St. Louis & O’Fallon Railway Company. 
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VALUATION PROVISIONS OF INTERSTATE COMMERCE ACT 


By the provisions of Section 19a, commonly called the “Val- 
uation amendment,” the Interstate Commerce Commission is di- 
rected to “investigate, ascertain, and report the value of all the 
property owned or used by every common carrier subject to the 
provisions of this Act.” As the first step in this undertaking, 
Congress directed the Commission to “make an inventory which 
shall list the property of every common carrier subject to the 
provisions of this Act in detail and show the value thereof as 
hereinafter provided.” The instructions for showing the value 
that followed were: (1) the “Commission shall report in detail 
as to each piece of property, other than land, . . . . the origi- 
nal cost to date, the cost of reproduction new, the cost of repro- 
duction less depreciation, and an analysis of the methods by 
which these several costs are obtained, and the reasons for their 
differences, if any”; and (2) “in like manner ascertain and report 
separately other values, and elements of value, if any, of the 
property of such common carrier, and an analysis of the methods 
of valuation employed, and of the reasons for any differences 
between any such value and each of the foregoing cost values.” 
By the Act as amended the Commission was directed to report 
the original cost and present value of all land. Except as other- 
wise provided in the Act, the Commission was given the power 
“to prescribe the method of procedure to be followed in the con- 
duct of the investigation, the form in which the results of the 
valuation shall be submitted, and the classification of the ele- 
ments that constitute the ascertained value.” A preliminary 
finding is designated a “tentative valuation,” and ultimate find- 
ings are designated “final valuations” and “final value.” It is 
declared that “all final valuations by the Commission ... . 
shall be prima facie evidence of the value of the property in all 
proceedings under the act to regulate commerce as of the date of 
the fixing thereof.” This announcement is important. It declares 
the use to be made of the results of the Commission’s labors. 

The amendment directs the Commission to report three cost 
findings, namely, original cost, cost of reproduction new, and 
cost of reproduction less depreciation. It then directs the Com- 
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mission, unmindful that only cost findings have been provided 
for, “in like manner” to ascertain and report other values and 
elements of value if there be any, but in no way so much as sug- 
gests what these values and elements of values may be. There 
is no definition of value in Section 19a. The Commission was left 
by Congress to work out its own salvation. It was explicitly di- 
rected by Congress to find and report “costs,” “values,” and 
“elements of value,” and from these it was expected it would de- 
termine final values; but the job of selecting, weighing, and 
combining these elements was left to it for decision. Congress 
assumed that the Commission would look to the decisions of the 
Supreme Court for guidance and that help could there be found. 

By Section 15a, which was added to the Interstate Com- 
merce Act February 28, 1920, Congress directed the Commis- 
sion to adjust rates, ascertain the value of railway property, 
and recover and place in a reserve fund one-half of the net rail- 
way operating income in excess of 6 per cent of such fortunate 
railways as earned more than 6 per cent. To ascertain the “val- 
ue” and “aggregate value” of the railway property, Congress 
further directed: 

4. For the purpose of this section, such aggregate value of the property 
of the carriers shall be determined by the Commission from time to time 
and as often as may be necessary. The Commission may utilize the results 
of its investigation under section 19¢ of this Act in so far as deemed by it 
available, and shall give due consideration to all the elements of value 
recognized by the law of the land for rate-making purposes, and shall give 
to the property investment account of the carriers only that consideration 
which under suck law it is entitled to in establishing values for rate-making 
purposes. Whenever pursuant to section 19a of this Act the value of the 
railway property of any carrier held for and used in the service of trans- 
portation has been finally ascertained, the value so ascertained shall be 
deemed by the Commission to be the value thereof for the purpose of de- 
termining such aggregate value. 


By this paragraph a “final value,” found pursuant to Section 
19a, ipso facto becomes the “value” and “aggregate value” for 
the purpose of Section 15¢. But there is nothing added or taken 
away in express terms that clarifies the meaning of the term 
“final value” or the procedure to be followed to find it. The para- 
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graph does, however, direct that before “final values” become 
available, the Commission shall, in making emergency valua- 
tions, give due consideration to all elements of value recognized 
by the law of the land for rate-making purposes. 


BRIEF STATEMENT OF MAIN ISSUES IN CONTROVERSY 


With the passage of the Valuation amendment, the discus- 
sion began unofficially and officially of the meaning of the term 
“final value” and of how it should be found. Magazine articles, 
pamphlets, briefs, and books made their appearance in large 
numbers. The Interstate Commerce Commission gave all in- 
terested parties opportunity at hearings and by printed matter to 
present their views. But notwithstanding the extended oral ar- 
guments that were made and the tens of thousands of printed 
pages that were submitted no agreement was reached on the 
meaning of the word “value” as used in the Valuation amend- 
ment nor how the thing sought should be ascertained. Unwill- 
ingness to accept the “final values” reported for their properties 
under the Valuation amendment, led the Kansas City Southern 
Railway Company, and the Salt Lake Railroad Company to seek 
redress in the courts. The Interstate Commerce Commission and 
the railways were likewise unable to agree on what is value un- 
der Section 15a, and the question is now in the first stage of 
determination as a result of proceedings instituted by the Com- 
mission to take part of the income earned by the St. Louis and 
O’Fallon Railroad Company. The present discussion of what is 
value for rate making and for the recapture of excess income 
will fall into three main parts: first there will be the exchange of 
views over Section 19a; second, the litigation under Section 19a; 
and third, the exchange of views and litigation regarding Sec- 
tion 15a. 

It is believed it will be helpful at the outset to state briefly 
the fundamental questions in controversy. Counsel for the rail- 
ways contend that the term “value” as used in sections 19@ and 
15a must be given its customary meaning, that is, the price that 
can be obtained for property at a fair voluntary sale; while the 
Commission contends that in the nature of things the term as 
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used in these sections cannot mean market value but must mean 
something suitable and proper for rate making and therefore 
that the value sought is entirely foreign to value as a commercial 
term, the latter being based on the returns while the former is 
sought for the purpose of establishing a return. Counsel for the 
railways contend that value in its broadest sense must be ascer- 
tained but that the value required to be found is not for any par- 
ticular purpose, although it may become involved in rate making, 
in taxation, in public purchase, in the sale of securities, and for 
the recapture of excess income; while the Commission contends 
that at the time the Valuation amendment was passed the term 
had come to be used with widely differing meanings and that 
valuation for taxation, capitalization, consolidation, rate mak- 
ing, and the recapture of excess earnings cannot all be made 
upon the same basis and that its primary duty is to find values 
suitable and proper for rate making. Counsel for the railways 
contend that value depends on, and varies with, earning power; 
and the Commission contends that if the value sought depends 
on the earnings, the value in turn would justify the earnings— 
and thus the more earnings the greater the value, and the more 
earnings the carrier makes the more earnings it has the right to 
make, and any such conclusion would lead to the inevitable re- 
sult that no regulating tribunal could interfere with either the 
value or the earnings. Counsel for the railways contend that the 
same end is sought and the same process must be employed re- 
gardless of whether the thing being valued is a man’s hat or a 
vacant lot or a railroad; while the Commission contends that the 
thing sought in the case of a railway cannot be exchange value 
and that the process of finding it must therefore be different. 
And finally counsel for the railways contend that the same prin- 
ciples of law govern the ascertainment of the value of railroad 
property for the purpose of rate regulation as apply in the con- 
demnation of private property for public use. 

It will appear that both sides looked to decisions of the 
courts for light and support. And those who held that the word 
“value” in Section 19@ and Section 15a means market value 
have much the best of it, for, strange to say, not until after the 
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time of the passage of the Valuation amendment did the conflict 
come to the front as to the different meanings of the word “val- 
ue”; and as even now the Supreme Court has not clearly stated 
that value for rate making differs from value for taxation and 
condemnation, the advocates of the contention that there is but 
one value for all purposes—namely, market value—have all the 
clear-cut decisions of that Court defining value on their side, and 
they can and do cite the tax and condemnation decisions. Value 
for rate making and value for taxation are, however, clearly dis- 
tinguished in some very recent decisions, particularly in Chicago 
& Northwestern Railway Company v. Eveland, 13 Fed. 2d 442; 
Temmer v. Denver Tramway Company, 18 Fed. 2d 226; but 
most especially in Miles v. West, 135 Atlantic 579. 


EXCHANGE OF VIEWS OVER SECTION 19a 


The definition of the term “value” contended for in behalf 
of the railways will be presented first. It will be impossible with- 
in the limits of a paper of this character to present the views of 
all the attorneys who made statements in behalf of the railways. 
Only the views of a few of the representative contenders can be 
presented. * 

Very early in the discussion Mr. Pierce Butler became the 
protagonist of the railways. He had been selected as counsel for 
the Western group of railways of the Presidents’ Conference 
Committee on Federal Valuation of the Railroads which repre- 
sented about 86 per cent of the railroad mileage in the United 
States. 

Mr. Butler contributed a paper for the January, 1915, num- 
ber of the Journal of Political Economy entitled “Valuation of 
Railway Property for Purposes of Rate Regulation.” In the 
opening paragraph of his paper he said: 

The title of this paper is included within quotation marks because this 
or like form of words has been used recently to indicate the thought that 


*For the meaning the present writer attaches to the word “value,” the 
reader is referred to his article “Value for Taxation and for Rate Making” which 
appeared in the Journal of Political Economy, Vol. XXXV, No. 1 (February, 
1927), especially pp. 12-15. Briefly stated, he believes that the term “value” 
should always mean power in exchange and that the term should not be used to 
express utility or cost or esteem. 
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value for the purpose of rate regulation is not value in its broadest sense. 
It is not to be understood that because of the use of that title the writer 
approves any such doctrine. To him it seems that the ascertainment of the 
value of a thing, whether it be a vacant lot or a railroad property, is the 
determination of a fact, and that the same property cannot be of two or 
more different values at one time.* 

On page 20, speaking of the Valuation amendment, he as- 


serted: 


The value required to be ascertained is not for any particular purpose, 
though it may become involved in rate-making, in rate-judging, in taxation, 
in accounting, in capitalization, in public purchase, in sale of securities, and 
it may be used as a guide to future legislation. The title of the act shows 
that it is the purpose of the law to cause a “valuation” of the several classes 
of property of carriers. Value in its broadest sense is required to be found. 


On page 23, and again in summarizing his contentions at the 
end of his paper, he declared: 


Clearly the same principles govern valuation of railroad property for 
the purpose of rate regulation as apply in the case of condemnation of pri- 
vate property for public use. 


In the year 1915 important hearings were held before the 


Interstate Commerce Commission and its Division of Valuation 
at which some of the fundamental principles involved in the 
valuation of property of the railways were discussed. Bearing 
the date of September 1, 1915, Mr. Pierce Butler, Mr. W. G. 
Brantley. Mr. Herbert S. Hadley, Mr. George Stuart Patterson, 
and Mr. Sanford Robinson filed a brief of 544 pages on behalf 
of the railroad companies represented by the Presidents’ Con- 
ference Committee. On page 495 of this brief they say: “It may 
be unqualifiedly stated that whatever in the carriers’ property 
enlarges the profitableness of its use is an element of value which 
must be determined and allowed for in the valuation.” And on 
the following page, in elucidation of their position, they add: 
“The underlying principle which determines these elements of 
value has been clearly stated by the Supreme Court of the 
United States in the case of Cleveland, Cincinnati, Chicago & 
St. Louis Railway Company v. Backus, 154 U.S. 439”; and then 


“Here and elsewhere Mr. Butler rejects the idea that the term “value” as 
used in connection with rate regulation is a misnomer. 
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in support of their position they quote the following language 
from page 445 of this tax-case decision: 

But the value of property results from the use to which it is put and 
varies with the profitableness of that use, present and prospective, actual 


and anticipated. There is no pecuniary value outside of that which results 
from such use. The amount and profitable character of such use determines 


the value. 


At the hearing of September 30 and October 1, 1915, before 
the Commission, Mr. Butler, replying to a question from Mr. 
Farrell, counsel for the Division of Valuation, said: 


I think the value of the property is always the same, whether you are 
taxing it, or whether you are making rates, or whether you are taking it 
over. I think the value of the piece of property, whether it be a man’s hat 
or a vacant lot or a railroad, for example, is one figure, and that the same 
thing cannot be of two or more different values at one time.® 


A few moments later Director Prouty of the Division of Valua- 
tion said to Mr. Butler, who still had the floor, 


I would be glad to know what you mean by value. 
To which Mr. Butler gave this indirect answer, 

I would ascertain value by an application of the principles which have 
governed the acquisition, by the exercise of eminent domain, of private 
property of all kinds and descriptions, tangible and intangible. I think, 
that in the great body of decisions in such cases I would find precedents 
for every situation.® 


On August 1, 1917, Mr. Pierce Butler and Mr. Leslie Crav- 
en submitted a brief to the Interstate Commerce Commission of 
1,027 printed pages in the pioneer valuation case of the Texas 
Midland Railroad Company, being Valuation Docket No. 2. In 
their introduction they state they will discuss the language and 
meaning of the Valuation act and state the general principles 
applicable in the ascertainment of the “final value” which the 
Commission under the act was required to find and report. On 
pages 18 to 29 they declare their principles. 

*Page 65 of Oral Arguments Presented by Counsel of the Presidents’ Con- 
ference Committee before the Interstate Commerce Commission, Washington, 


DC., September 30 and October 1, 1915, printed by General Secretary, Presi- 
dents’ Conference Committee. 


* Ibid., p. 66. 
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On page 18 of their brief they explain how value is to be as- 
certained: 


The [Valuation] act does not prescribe any rule or formula for the 
ascertainment of value. It is recognized that value is not ascertainable by 
formula. It is to be arrived at by the exercise of experienced judgment in 
the light of relevant facts. While no formula can be stated for the meas- 
urement of value, there are certain applicable principles concerning value 
and its ascertainment which must be applied. The decisions of courts and 
commissions, in cases involving the valuation of property, are the sources 
from which these principles and their proper application are to be derived. 


On page 19 they define value in orthodox economic terms 
and declare that value, thus defined, the Interstate Commerce 
Commission is required to ascertain and report under the Valu- 
ation act. They say: 


Value is power in exchange. In relation to money it is the amount in 
dollars which a purchaser not under compulsion to buy will part with to 
obtain the item of property, and which the seller not under compulsion to 
sell will accept for it. It is the just compensation which under the Consti- 
tution must be paid upon the taking of private property for public use. The 
value required to be ascertained and reported under the Valuation Act must 
be determined upon the same general principles which govern in the con- 
demnation of private property for public use. 


On pages 20 and 21 they declare the value of property 
arises from and varies with the profitableness of its use actual 
and anticipated, but add a far reaching qualification which 
should be carefully noted. They say: 


The value of property results from the use, actual and potential, to 
which it is or may be put and varies with the profitableness of that use, 
present and prospective, actual and anticipated. The amount and profitable 
character of such use determines the value; but the value of the use is evi- 
denced by the capacity for use as well as the actual user, and the minimum 
value of the property of any common carrier is not less than the cost or 
reproduction less depreciation of its physical parts, provided the property 
of the carrier is capable of use to justify such value, irrespective of the 
return to the present owner from present traffic at present rates. 


After stating again on page 27 that “present value cannot be 
determined by formula,” they conclude their preliminary state- 
ment with two announcements which constitute the substantial 
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core of their whole brief. In the first they say, and again the 
qualification should be noted: 

The cost of reproduction less depreciation should be taken as the mini- 
mum value of any going railroad which has a sufficient capacity for traffic 
and this is so irrespective of the return to the present owners from present 
traffic at present rates. That is to say, the value of such a railroad property 
is never less, but it may be more, than that figure. 


And in the second they say: 


Wherever the value of a carrier’s property is greater than this mini- 
mum value, i.e., cost of reproduction less depreciation, the other values and 
elements of value must be determined and included in the value of the 


property. 


On page 143 of their brief they declare their method of val- 
uation has been approved by the Supreme Court. They say: 

The Supreme Court of the United States has decided that the cost of re- 
production method is a proper one for ascertaining the value of the carriers’ 
property; and that the element of value in an assembled and established 
plant, doing business and earning money, over one not thus advanced, must 
be ascertained and included in value. This element of value is a property 
right and must be considered in determining the value of the property. 


And on page 379 they explain: 


In valuation cases the phrase “franchise value” is used to include more 
than the value of bare franchise rights. Generally “franchise value” and 
“going concern value” are used to describe the same things, viz., all other 
values and elements of value.’ 


On page 17 of their brief Mr. Butler and Mr. Craven said 
that later in their brief they would submit a chart suggesting the 
method that should be adopted by the Commission for ascer- 
taining the value of the property owned or used by carriers, and 
on page 489 in submitting their charts they say Schedule B is 
a chart of the methods of ascertaining the value of all the prop- 
erty owned or used by a railroad company as required by the 
Valuation act. 

‘From the quotations submitted it would be quite natural to infer that a 
synthetic method for finding value has been proposed, but on page 475 of their 
brief Mr. Butler and Mr. Craven make this cryptic observation: “The value of 


the property is to be determined as a whole (value is single in fact and substance 
though capable of analysis in thought and discussion).” 
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It has already been shown that Mr. Butler and Mr. Craven 
are of the opinion that the value required under the Valuation 
act is not ascertainable by formula but is to be arrived at by the 
exercise of experienced judgment in the light of relevant facts. 
In the concluding declaration of their preliminary statement of 
principles they say that “the weight to be given to particular 
facts depends on circumstances” and that “under certain cir- 
cumstances certain facts will have no weight.” On page 476 
they explain that the service they are trying to render is “‘to list 
the factors that an appraiser would have in mind and consider 
in reaching the value of the property.” 

In their chart they propose that the value of the property 
used for common-carrier purposes be obtained by consideration; 
for the “physical property,” of original cost, cost of reproduction 
new, and cost of reproduction less depreciation, and that the 
value for the “other values and elements of value” be obtained 
by consideration of, (1) traffic; (2) gross earnings under pres- 
ent rates; (3) operating expenses; (4) net earnings under pres- 
ent rates; (5) earning capacity under reasonable rates; (6) par 
value of securities; (7) market value of securities; (8) cost of 
developing business; (9) estimated cost of reproducing the busi- 
ness of today; (10) a full description of the origin, develop- 
ment and present status of the carrier with reference to its busi- 
ness, this statement to show (a) location of the property with 
reference to traffic and economy of operation, (4) wealth, pop- 
ulation, and resources of the territory traversed by the railroad, 
(c) work required of the carrier and the way in which it is doing 
its work; and finally (11) other factors than those mentioned 
above. 

It scarcely need be said that Mr. Butler and Mr. Craven 
have not stated a determinate method for ascertaining value as 
defined by themselves or by anybody else. From the submission 
of data to the determination of value is, as was truly said by 
Mr. Samuel W. Moore, “not only a long step but an exceedingly 
important one.” In dealing with the valuation of the physical 
property, they are definite; but unfortunately in the more baf- 
fling field of the intangible property they offer no rule or method. 
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Value was defined by Mr. Butler and Mr. Craven in their 
preliminary statement as “the amount in dollars which a pur- 
chaser not under compulsion to buy will part with to obtain the 
item of property, and which the seller not under compulsion to 
sell will accept for it.” This definition of value, however, was 
almost immediately abrogated. It was entirely inconsistent with 
the other doctrine which they enunciated and to which they held 
fast, that “the cost of reproduction less depreciation should be 
taken as the minimum value of any going railroad which has a 
sufficient capacity for traffic and this is so irrespective of the re- 
turn to the present owners from present traffic at present rates.” 
In their preliminary statement of principles they seem to give 
full adherence to the very accurate statement of the Supreme 
Court in the Backus tax case that “the value of property results 
from the use to which it is put and varies with the profitableness 
of that use, present and prospective, actual and anticipated”’; 
but at the end of their preliminary statement, as has just been 
shown, they declare that cost of reproduction less depreciation 
represents the minimum value of any railroad irrespective of 
returns. Attention has been called to the apostasy of Mr. Butler 
and Mr. Craven to the orthodox definition of value which they 
fervently embraced and to their acceptance of the doctrine that 
the value of property depends on and varies with the profitable- 
ness of its use, because otherwise the reader might think that to 
the last they were urging the Interstate Commerce Commission 
to find and report the market or exchange value of the railways. 

The views and contentions of the Kansas City Southern 
Railway Company will next be presented. From the outset they 
were altogether at variance with the views of the Interstate 
Commerce Commission as to the meaning of the term “final 
value” and as to how it should be found. The contentions of the 
company were placed before the Commission and later before 
the courts with great clarity, ingenuity, and persistence by Mr. 
Samuel W. Moore, general counsel of the company. 

In his brief filed December 30, 1916, with the Commission, 
Mr. Moore presented the fundamental principles and rules 
which in his opinion should control the Commission in the valua- 
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tion of the railway he represented. On pages 56—58 of this brief 
he said: 

If railroad properties had possessed a market value easily susceptible 
of proof, as is the case with ordinary articles of commerce, it is reasonable 
to suppose that the Valuation Act would not have been passed. The fact 
that railroad properties have no market value, not only explains the reason 
for the passage of the Valuation Act, but makes it apparent that the pur- 
pose of the Act was to make a valuation of railroad properties which should 
be the equivalent of market value, and as near an approximation thereto as 
the nature of the problem would admit. 

The market value of railroad properties, if they had one, would be the 
measure of their protection against confiscation under the Fifth Amend- 
ment and the Fourteenth Amendment of the Federal Constitution, and 
would be the measure of the compensation to be paid for them in condem- 
nation proceedings. Such market value would of necessity include and 
embrace, not only an inventory of all the physical property entering into 
the construction of a railroad, with prices or values extended as to each 
item or unit, but the additional and intangible values which may be roughly 
grouped under the following items: 

a) That element of value which results whenever the separate articles 
of physical property constituting a railroad are joined together by a unity 
of ownership and use. 


b) Going concern value which is in addition to the value of property 
united in one ownership and use, and which results from the fact that the 
plant has an established business and is in active and successful operation 
as a revenue earning unit. 

c) That element of value which represents the future, as well as the 
present earning capacity of the property, due to many circumstances affect- 
ing its existing and prospective passenger traffic and its existing and pros- 


d) An element of value resulting from economy of operation due to 
low ruling grades, alignment of track and other physical characteristics; 
the relation of the cost of operation to gross earnings at the present time, 
the reduction in this ratio in the past, and the probable further reduction 
thereof in the future; adequacy and convenience of freight and passenger 
terminals; character of equipment and other facilities; fuel and water 
supply; efficiency of operating organization, and all other features bearing 
upon the cost of operation and maintenance. 

e) An element of value represented by franchises and privileges; by 
leases, agreements and other grants and arrangements, together with the 
advantages and privileges arising therefrom. 


In a brief of May 25, 1918, which also bears the names of 
Samuel Untermeyer, James M. Souby, Pierce Butler, and Leslie 
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Craven, Mr. Moore defines the term “value” and states why in 
his opinion the past, present, and prospective net earnings of 
the Kansas City Southern Railway may properly be used in the 
determination of its final value. On October 17—19, 1918, this 
brief was discussed by Mr. Moore at a hearing before the Inter- 
state Commerce Commission, and the brief and the oral argu- 
ment will be reviewed together. On page 6 of the pamphlet 
entitled Arguments and Extracts from Arguments, printed by 
the secretary of the Presidents’ Conference Committee from the 
stenographer’s minutes of the hearing, Mr. Moore offered a 
definition of “value” which he explained had been formulated 
by an enemy alien and which had been confiscated by him. It 
was: “The value of a thing is measurable by the sum of the 
amounts expected to be received from it, discounted to the time 
of expected receipt.” And this formula he held to be true of 
railways as well as of other property. 

On page 6 of the pamphlet Mr. Moore announced he would 
meet the question squarely of the propriety of using net revenue 
as a basis for the determination of value. He says: 

The exceedingly important question in this case is the right of the car- 
rier to consider the net revenue as a basis for the determination of value. 
That is denied by our friends on the other side, and we assert it, and we 
propose to meet the issue frankly, because we believe that to be the crux 
of this case. 


The use of net earnings was then discussed; but as it is be- 
lieved the argument upholding the propriety of the use of net 
earnings was better and more succinctly presented in the brief, 
the brief will be quoted. On pages 66 and 67 of the brief he 
said: 


It is contended by counsel for the Bureau of Valuation, and by other 
counsel associated with them, in briefs thus far filed in valuation cases, 
that the net earnings of the railway company under valuation cannot be 
considered in determining its value. They insist that to use net earnings 
for the purpose of determining value and then to use the value thus estab- 
lished for the purpose of determining proper rates to be charged is reason- 
ing in a circle. 

However plausible this theory may sound in the abstract, and what- 
ever may be its influence in the valuation of gas and water companies or 
other similar public utilities, we must earnestly insist that it has no applica- 
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tion to the determination of the value of the Carrier’s property in this pro- 
ceeding. We propose to meet the issue squarely . . . . and to justify our 
right to use the net earnings, past, present and prospective, as an important 
factor—if, indeed, it be not the most important factor—in this railway 
valuation problem. 

We ask the Commission to bear in mind at all times, in the considera- 
tion of this subject, the following facts: 

a) The rates in force, at valuation date, over the line of the Carrier 
and its competitors, were not in controversy, nor is there now any claim 
that they were excessive. 

b) Of the revenue of the Carrier, derived from rates in effect at valua- 
tion date, it appeared from the uncontradicted testimony of Mr. J. F. 
Holden (Abs., pp. 79-82) that 90 per cent came from rates established or 
approved as reasonable rates by the judgment of this Commission, or of 
State Commissions, after hearing testimony bearing upon that issue. As to 
the remaining 10 per cent, there had been no complaint on the part of the 
shippers. No evidence was offered by our adversaries tending to prove that 
the rates in effect on valuation date were excessive, or that for any reason 
they should be reduced. 

c) The scale of rates in effect at valuation date over the line of the 
Carrier and over the line of its competitors which carry the same rates be- 
tween competitive points, could not be further reduced without injuriously 
affecting some of them. If so reduced, they would be unreasonable as ap- 
plied to the Carrier and to its said competitors when considered together. 
We claim that these facts are fully established by the evidence. 


In the quotation just submitted earning-power, past, pres- 
ent, and prospective, is declared to be an important factor and 
perhaps the most important factor in the railway valuation prob- 
lem. On page 79 Mr. Moore goes farther. He there says it is 
the controlling influence, his argument taking the following 
form: 


What degree of influence should be accorded to earning power, present 
and prospective? Is it not fair and reasonable to conclude that in reaching 
a value of railway property, substantially the same influence or weight 
should be given to present and prospective earnings, and to present and 
prospective earning capacity, as is universally given to those factors in 
determining the value of commercial and industrial enterprises in the every- 
day affairs of life? This would seem to be self-evident, unless there are 
substantially dissimilar conditions which control the valuation of railway 
properties. We contend that there are none, for reasons presently to be 
stated. 
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The word “prospective” in the phrase “present and prospective 
earnings” is given significance by Mr. Moore. He displays great 
ingenuity in forecasting the future earnings of his company. 

The views of Judge W. G. Brantley will next be presented. 
Judge Brantley was and still is counsel to the Presidents’ Con- 
ference Committee. While his opinions will be shown from ar- 
guments he presented to the Interstate Commerce Commission 
as counsel for the Atlanta, Birmingham & Atlantic Railway Com- 
pany and the Winston-Salem Southbound Railway Company, 
it should be remembered that he was the chief legal adviser of 
the committee which, in valuation matters, represented 86 per 
cent of the railway mileage of the United States. On the first 
page of his “Memorandum on the Value of the Atlanta, Bir- 
mingham & Atlantic Railway Company,” of May 13, 1922, the 
scope and aim of his memorandum was stated thus: 

The purpose of this memorandum is to demonstrate that the value of 
the railroad of the Carrier is divided into a value of its tangible properties, 
and a value of its intangible properties meaning its franchises and business; 
that the value of its tangible properties at any given time is measured by 
reasonable cost to reproduce them at that time, including therein the cost 
of developing the tangible properties to the condition of a physical going 
concern and operating system; that the value of its franchises and business 
is measured by a consideration of the earnings of the property, past, pres- 
ent and future, and of the right of the Carrier to do business; and that the 
value of each of these classes of property is required by the Valuation act 
to be separately ascertained and reported. 


On page 39 of his brief he declared: 


The value of the tangible properties is the cost to reproduce them 
determined as of the time of their valuation. 


And in support of this declaration he said that “The original 
cost of tangible properties is eliminated as a measure of their 
value” by the decision of the Supreme Court in San Diego Land 
& Town Co. v. National City and by various other decisions of 
the Court that he cites. “The earning power,” he says, “‘is elim- 
inated as a measure of their value in a confiscation case, in Gal- 
veston Electric Co., decided April 10, 1922, and probably also 
eliminated in Minnesota Rate Cases.” But, he continues, the 
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value of the tangible properties “being under the protection of 
the Constitution, must be determined in accordance with legal 
rules, and the only rule remaining, with original cost and earn- 
ing power eliminated, is the rule of cost of reproduction.” Of 
sales as evidence of value he says on page 40, “Very early in the 
development of the law regarding value it was recognized that 
properties peculiarly situated and ordinarily not bought and 
sold with such frequency as to have an established market value, 
must be valued on some other basis than that of market price.” 

In concluding his 103-page memorandum, Judge Brantley 
explained that the Atlanta, Birmingham & Atlantic Railway was 
not ready to discuss the value of its intangible properties but 
was at that time solely concerned with the value of its tangible 
properties, and declared as a final word: 

As to this value the Carrier’s position is that its locomotives and cars, 
its rails and ties, its lands and structures, its embankments and excavations, 
and all of its physical properties have the value of similar properties, simi- 
larly located elsewhere, and that such value is wholly independent of the 
earnings of the railroad, whether such earnings be great or small, or none 
at all. 


Judge Brantley discussed intangible values in his oral argu- 
ment of November 1, 1922, in behalf of the Winston-Salem 
Southbound Railway Company as follows: 


Now, the courts have said time and again that, so far as good will, and 
franchise, and going concern, in the sense of value, are concerned, they all 
mean the same thing. They are based upon earnings. The Supreme Court, 
in the Consolidated Gas case, said there is no way to measure the value of 
a franchise except by reference to the earnings. Certainly good will has no 
monetary value unless it produces earnings. Now, if you consider the earn- 
ings, and put a value on them, you have valued good will and going con- 
cern, and franchise, so far as value, as distinguished from cost, is con- 
cerned If you have got a railroad that has a tangible value of 
$10,000,000 and under rates prescribed by you, which admittedly are legal 
rates, it is actually earning on $15,000,000 of value, I think such a road 
clearly has an intangible value. I do not think there could be any contro- 
versy about that. Now, I think that intangible value should be reported, 
because the Valuation act requires it to be reported. 

What use you may make of it, it is not necessary for us to discuss. 
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You may take the position that notwithstanding you report this intangible 
value of $5,000,000 for that road, you will not use, for rate making, any 
more than the tangible value of $10,000,000.° 


Judge Brantley’s method of finding the value of the intan- 
gible property as just stated in his oral argument should be 
noted. By a method which he condemned and rejected in his 
brief he finds the value of the tangible and intangible property 
combined by the capitalization-of-net-earnings method and then 
finds the value of the intangible property by subtracting the val- 
ue of the tangible property (presumably found by cost-of-repro- 
duction method) from the total found by the capitalization of 
net earnings method. He suggests no method of finding the total 
value by the synthetic process of adding the value of the intan- 
gible property to that of the tangible. 

In defining “value,” Judge Brantley leaves much to be de- 
sired. He is indefinite, but it can be said he will not tolerate lim- 
iting or qualifying words of any kind. On page 5 of his oral ar- 
gument in behalf of the Winston-Salem Southbound Railway 
Company, he said, “Our issue with the Bureau of Valuation, 
briefly summarized, is the issue between value on the one hand 
and a sum of money thought to be fair for rate-making purposes, 
on the other.” On page 7 he said: 

The Valuation Act, as it has been enlarged by the Transportation Act, 
provides for just one thing, and that is the determination of the value of 
the railroad property. It is not involved or concerned with rate-making. 
The value of property is one thing; the use to be made of the value is 
another. The value of the property is one thing; the making of rates for 
the property is another. 


On page 8 Judge Brantley said, in December, 1919, the carriers 
of the country filed a brief on value: 


In that brief we contended that the value of a railroad property in a 
confiscation case is determined in accordance with the same principles that 
govern the determination of value in a condemnation case. We pointed out 
that the Valuation Act does not call for a finding of a rate base, or a sum 
of money thought to be fair as a basis for rate-making, but the value of 
the property, without qualification of any kind. 

* Hearings of November 1-3, 1922, before the Interstate Commerce Commis- 


sion on Valuation Docket No. 5, etc., p. 12, printed by the Secretary, Presidents’ 
Conference Committee. 
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And on the same page, still speaking of the brief just referred to 
prepared by himself and associates he declares: 

We said in that brief that the effort then being made by the Bureau of 
Valuation to establish a difference between value for rate-making and the 
real value of the property clearly means, if it means anything, that if the 
Government was seeking, under its power of eminent domain, to take an 
entire railroad, the real value of the railroad would have to be paid; but 
that such real value would not have to be paid if the Government, under its 
other power of regulation, was content to take the same property by piece- 
meal. Clearly, we said, the value of that which is taken must in each case 
be determined by the same general principles. 


If the fundamental proposition embodied in the last para- 
graph is taken literally, it is nothing less than a denial of the 
power to regulate rates. And to assume that value for rate mak- 
ing is the same as value in condemnation cases, because of past 
decisions of the Supreme Court, is begging the question, for the 
views and contentions of the Interstate Commerce Commission 
as formulated have not heretofore been squarely presented and 
passed upon by the Supreme Court. 

On December 30, 1921, Judge R. S. Lovett submitted a 
memorandum in behalf of the Los Angeles & Salt Lake Railroad 
Company to the Interstate Commerce Commission in Valuation 
Docket No. 26. Like the material submitted in behalf of the 
Kansas City Southern Railway Company, this memorandum is 
an argument presented in behalf of a single railway which en- 
joyed a large measure of prosperity. The introduction of the 
views of Judge Lovett will conclude the general presentation of 
the case of the railways. 

By the opening paragraph of his argument Judge Lovett re- 
jects the view that value for rate making must be a different 
thing from commercial value, and he contends that a railroad 
has but one value and that is the value protected by the consti- 
tution, but nowhere does he define the value thus protected. He 
says: 

We hear much in current discussion about “Value for Rate Making Pur- 
poses”; “Rate Base”; “Value for Taxation”; “Commercial Value”; “Sale 
Value”; “Condemnation Value” and other terms indicating that the same 


railroad property may have several different values to be used in different 
cases for different purposes. I dissent totally from any such view and main- 
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tain that a railroad has but one value that is material, and that is—its 
value! :—its value as protected by the Constitution, like all other property 
—against the States by the Fourteenth Amendment and against the Federal 
Government by the Fifth Amendment. I maintain also that an effort by 
this Commission to establish a “Rate Making Value” or any other than the 
“fair value” which the Supreme Court has said again and again must be the 
basis of every such inquiry must prove futile. 


Judge Lovett refused to consider estimates of cost of repro- 
duction as findings of value. On page 2 he says: 


An estimate of the cost of reproduction new, or of the cost of repro- 
duction less depreciation, of a railroad property is not a finding of value. 
The Supreme Court has settled beyond controversy, by a long line of uni- 
form decisions, that the fair value of a railroad property is the matter to 
be ascertained. And reaffirming many previous cases, the Supreme Court 
said in the Minnesota Rate Cases (230 U.S. 352, 434) that “the ascertain- 
ment of that value is not controlled by artificial rules. It is not a matter of 
formula, but there must be a reasonable judgment having its basis in a 
proper consideration of all the relevant facts.” An estimate of the cost of 
reproduction less depreciation is a purely “artificial rule” for ascertaining 
value. It is a “matter of formula.” It broadly refuses “a proper considera- 
tion of all relevant facts” of the case. Such a proceeding is directly at 
variance with this unmistakable declaration of the Supreme Court based 
upon many previous decisions. 


On page 6 he says: 


To take the estimate of engineers of the cost of reproducing an exist- 
ing railroad as the value of such railroad, is to shut out from the mind 
every circumstance and evidence of value which common experience sug- 
gests, adopt a mere theory which every person knows is impossible of 
application, and take an artificial rule and formula which slight reflection 
must show to be unsound. 


On pages 22 and 23 he makes a final thrust at the cost of re- 
production plan of finding value. He there says: 


Looking to the unbroken line of decisions by the Supreme Court, I 
submit that it is inconceivable that there can be substituted, in the regula- 
tion of railroad rates and the determination of the rights of railroad inves- 
tors, the preposterous theory of “cost of reproduction less depreciation” or 
any other mere formula, for the constitutional rule, established and illumi- 
nated by such decisions for determining the value of railroad property 
which has so often been declared to be “the basis of all calculations as to 
the reasonableness of rates.” 
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Judge Lovett, like some of his associates, takes the position 
that there is an essential difference between railroad and public 
water, gas, light and power properties serving a single com- 
munity. They, he says, are dependent wholly upon occupation 
of the public streets and are absolutely monopolistic in charac- 
ter. “This difference,” he says on page 6, “in fundamental char- 
acter between railroad properties and municipal monopolies is 
the basis for the distinction that has been made in the decisions” 
of the courts that the cost of reproduction method is proper for 
water, light and power plants but not proper for railways. 

In further support of this differentiation he says on page 8: 

But railroad property is fundamentally different; the rates and service 
of a railroad are not merely regulated by State and Nation, but are abso- 
lutely controlled by competition of rivals. Even at local stations where 
there is no other railroad, competition is present through neighboring sta- 
tions on rival lines; and if this were not so, legal prohibitions of higher 
rates for short than long hauls and other legal restrictions against discrimi- 
nation would force competitive rates at local as well as other points. Then 
there are the other forms of competition always existing to some extent and 
rapidly increasing in recent years. And the property of the railroad com- 
pany is private property though devoted to a public use. 


Although Judge Lovett nowhere in his memorandum defines 
what he means by the term “value,” he says on page 20 that 
real value arises from and is measured by net earnings. He 
comes to his conclusion thus: 


Whenever the value of property of whatever character is under con- 
sideration for sale or purchase, intelligent men dealing with it take into 
account all known circumstances affecting its value In the case of a 
railroad, a prospective purchaser or seller would consider every known fact 
or circumstance bearing upon its value, present or prospective—its loca- 
tion; the territory it serves; its grades and alignment; the character and 
volume of its traffic with the prospective continuity or increase thereof; 
the extent and nature of its competition; the location and nature of its 
terminal and shop facilities; its fuel supply; the nature of its roadway with 
respect to bridging and other important items of maintenance and renewal; 
its relations with connecting lines and the traffic interchange or interchange- 
able therewith; its financial requirements and the arrangement of its exist- 
ing capitalization as affecting its future credit; and probably a great many 
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other facts and circumstances varying in different cases; for all these have 
direct relation to its met earnings present or prospective, which, after all are 
the measure of its real value. 


It will be recalled that Judge Lovett held there is an essen- 
tial difference between municipal monopolies and railways. Fol- 
lowing the discussion of that question he took up the contention 
of the other side that value for rate making cannot logically be 
based on earnings. On pages 8 and 9 he argues as follows: 

Whatever force there may be in the popular argument that it is merely 
going in a “vicious circle” to argue that earnings, present and prospective, 
are the measure of the value of a property where the rates are fixed by law, 
as applied to water, gas and similar plants in the public streets of a city 
under licenses and contracts from the city, it has no force with respect to 
railroads. It is the duty of the railroad in the first instance to charge rea- 
sonable rates and of the government to see that that duty is performed. It 
is the earnings from those reasonable rates that measure the value. 


And later on page 9 he adds: 


I say there is no circle, vicious or otherwise, if we start at the begin- 
ning which is to determine what are reasonable rates for the railroad and 
then use the earnings derived therefrom, together with all other “relevant 
facts,” to measure its value. 


Having reached the conclusion that net earnings, present 
and prospective, are the measure of the “real value” of a rail- 
road, it might be expected that Judge Lovett, like Mr. Samuel 
W. Moore, would offer a tangible plan for finding such value, 
but none was offered. His memorandum leaves the question of 
method just where it took up. In opening his argument he de- 
clared, quoting the Supreme Court in the Minnesota Rate Cases, 
“the ascertainment of that value is not controlled by artificial 
tules. It is not a matter of formula, but there must be a reason- 
able judgment having its basis in a proper consideration of all 
relevant facts,” and he closed his argument with the same quota- 
tion. 

The construction placed upon the provisions of the Valua- 
tion act by the Interstate Commerce Commission and by its di- 
rector of valuation and counsel will now be presented. Soon after 
Congress passed the Valuation act, the Bureau of Valuation was 
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organized by the Commission, and Judge Charles A. Prouty, 
who resigned from the Commission to take charge of the work, 
was made director. Judge Prouty and Mr. Farrell, chief coun- 
sel to the Commission, and assistants urged, while the Valuation 
act was in the preliminary stages of discussion, their interpre- 
tations of the act upon the Commission by briefs and oral argu- 
ments in the same manner as the railway attorneys and other 
interested persons pressed their views. Sometimes they spoke 
for the Commission, and it should therefore be noted when they 
spoke to and when they spoke for the Commission, for only 
when they spoke in the latter capacity did they present the views 
of the Commission. 

The interpretation of the Valuation act of Judge Prouty, di- 
rector of the Bureau of Valuation, will first be presented. In 
1917 he submitted a memorandum to the Commission on the 
“Valuation of the Property of the Texas Midland Railroad.” 
On pages 3 and 4 he outlined his construction of the Valuation 
act. His statement is important, as much for what it denies as 
for what it affirms. He made it clear at once that his viewpoint 
differed fundamentally from that of the railway attorneys. On 
its opening page Judge Prouty explained that his memorandum 
was in no sense intended as a brief upon the law questions in- 
volved. Many of the questions involved, he said, are not legal in 
any proper sense and, even if finally decided by the courts the 
conclusions reached, will not be determined by ordinary legal 
considerations. The law of valuation, he declared, was still in a 
plastic state; and while courts and commissions have discussed 
the valuation problem and have even decided what should be 
done in particular valuation. cases, the law itself cannot be said 
to be established. The valuation question appeared to him to be 
an economic problem; and such being the situation, Judge 
Prouty said he thought it would be more helpful if he discussed 
the question from that standpoint rather than present “long 
extracts from judges and commissioners who have looked at the 
question from a single angle and who have had neither the in- 
formation nor time to think the matter out to a correct conclu- 
sion.” 
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On page 3 of his memorandum Judge Prouty said he wished 
to express his dissent from the views expressed by Mr. Pierce 
Butler in his brief in behalf of the Texas Midland Railroad 
Company. “Mr. Butler,” said Judge Prouty, 


contends that value is a thing immutable, which when once discovered by 
some occult process which he himself cannot clearly define, applies at all 
times and for all purposes. He apparently adopts as his definition of value 
the exchange value of the economist, but clearly the selling value is not the 
value for rate-making purposes. The courts have declared that it is one 
element to be considered, but in fact it has in the adjudicated cases re- 
ceived but scant notice in determining the rate-making value. 


“Rate-making value,” he continued, 


is a thing which has come into existence in connection with the regulation 
of public utilities. It has never been defined by any economist or dictionary 
maker. It has been described by the courts and is that sum upon which 
under all the circumstances and upon a fair consideration of all the facts 
and elements to be taken into account a fair return should be permitted. 
I doubt if any definition can ever add to this description of the thing itself. 

This value, as already said, is not exchange value, nor can exchange 
value be of much weight in determining rate-making value, for the patent 
reason that exchange value depends upon the rate which the utility is 
allowed to earn, and that rate cannot be determined until the rate-making 
value is known. 


Early in 1920 director Prouty submitted another statement 
of his views and contentions to the Interstate Commerce Com- 
mission in a paper entitled “Memorandum upon Final Value.” 
On page 2 he reaffirmed the fundamental contention of his mem- 
orandum of 1917. He said: 

In a memorandum filed with the Commission upon the first valuation 
hearing I stated that this value to be fixed by the Commission was not the 
exchange or condemnation value, so called, but was rather that sum upon 
which, giving due consideration to all relevant facts, a fair return ought to 
be allowed. Nothing which has transpired in all the elaborate discussions 
then and since has in anywise tended to alter that opinion. 


Having reaffirmed his position of 1917, and having declared 
that his position had been in nowise altered by the elaborate ar- 
guments that had been submitted to the Commission by the 
other side, Judge Prouty outlined his own plan of valuation. 
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He will be quoted at some length, as his views appear to have 
greatly influenced the Commission. 

At the bottom of page 2 he said: 

The Commission is accumulating certain facts, like cost of reproduc- 
tion, original cost, etc. From these facts a value must be deduced and 
stated. Now, there is no hard and fast rule by which the Commission can 
apply these facts; no “formula,” in the language of the Supreme Court, 
which can be used for the working out of such value. 


On page 3 he added: 

This does not mean, however, that the Commission in its statement of 
value can proceed without method. It must have some plan or theory and 
must apply to every case that same plan or theory. 


Because of the possibility of a railroad bringing the valua- 
tion found for it to the bar of the Federal court of last resort, 
Judge Prouty conceded that the Commission “must accept and 
apply the decisions of the Supreme Court.” From this stand- 
point he proceeded thus (pp. 3-9) to state the guiding principles 
that must be observed: 


Looking, then, first of all, to the decisions of the United States Su- 
preme Court, how far can you proceed upon the strength of such decisions? 

The thing which stands out most prominently in the reading of those 
opinions, and which is reiterated again and again and never departed from, 
is that you are to value the property which is at the time of the valuation 
being devoted by the carrier to the public use. That property may be en- 
dued with certain elements of value, and its rate-making value may perhaps 
be added to or subtracted from by various considerations, but the thing 
with which you deal is always the property which is being devoted to the 
public service. It is not the franchise, for the carrier has not devoted its 
franchise to the use of the public. That is a contribution by the public for 
the purpose of permitting the carrier to devote its property to the pub- 
lic use. 

You are not valuing the business, nor the strategic position, nor the 
operating advantages of the carrier, for none of those are property devoted 
to the public service. They are all retained by the carrier which continues 
to enjoy, under the rate to be fixed, the full benefit of these advantages. 


The decisions of the same court make it equally plain that the Com- 
mission is to determine the value of that property as of the date of its valu- 
ation, i.e., in its depreciated state. That has been clearly assumed by the 
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court in all the cases before it and was expressly so ruled in the Knoxville 
Water case and the Minnesota Rate cases. This being so, the Commission 
will generally begin its inquiry by taking the figure which is shown in our 
inventory as cost of reproduction new less depreciation. 


This figure does not, however, represent the value of the property. 
Since that property was new certain changes have taken place. Most of 
the property has depreciated and is for that reason of less value, but cer- 
tain of it has appreciated and is of greater value 

Now, the Supreme Court has declared that just as depreciation must 
be subtracted, so appreciation must be added. The fact that the Commis- 
sion finds great difficulty in determining the value of this appreciation in 
dollars is no excuse for not doing so. 


The Commission must also add something on account of going con- 
cern value. After the decision of the Des Moines Gas case it was assumed 
in many quarters that nothing need be added for going value in a rate case, 
but the language of that case was squarely opposed to this interpretation, 
and still later in the Denver Water case the court expressly held that an 
addition for going concern should be made. Probably the most difficult part 
of your task is the determination of the amount to be added for this item. 

In attempting to analyse the concept defined as going concern value, 
it has seemed to me that there were three varieties, or, more properly ex- 
pressed, perhaps, three elements, which might attach to and overlap one 
another in the same property. These may be designated commercial, early 
losses, and structural. 

Commercial—This kind of going value arises out of the successful 
operation of the property. This property has been established as a going 
concern. Experience has shown that it is a profitable concern. Plainly this 
kind of value depends upon the earnings of the railroad past and pros- 
pective. 


I can not believe that this kind of going value can be at all considered 
by you in finding the rate-making value for which you are in search, and 
for several reasons. 

a) You are asking for the value of the property, not for the value of 
the business. The value which you seek is a permanent value, depending 
upon what the carrier is devoting to the public service, and not a value 
which varies with the fluctuations of the stock market or the ups and downs 
of net earnings. 


b) It is not unjust to the carrier if this commercial value be disre- 
garded in the statement of the rate-making value. If a carrier has favorable 
connections, a strong strategic position, unusual operating conditions, it 
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continues to enjoy the benefit of all these advantages. Admitting that the 
carrier whose foresight, or good luck, or efficient operation gives to it an 
advantage, must in some way be allowed to retain at least some portion of 
that advantage, this happens without including anything on that account in 
your rate-making value. 


c) In no one of the cases which have come before the United States 
Supreme Court has the claim that exchange value ought to determine the 
rate-making value been approved. There was in the original Smyth-Ames 
case a suggestion that the market value of stocks and bonds should be con- 
sidered, but that suggestion has been repeated in no subsequent case and 
never has been acted upon in any case. 

The whole proposition involves a legal absurdity. A rate-making value 
is to be stated for the purpose of determining a fair rate. Commercial value 
is determined by the rates actually in effect. If, therefore, commercial 
value is to determine rate-making value, and rate-making value is to deter- 
mine the rate, then the present rates must be right. The Supreme Court 
has several times in other connections pointed out fallacy of this reasoning 
in a circle. 


It is confidently believed that the Commission must reject value as 
determined by earnings or exchange value as a measure of the rate-making 
value which is to be stated. 

Early losses—A second kind of going value is associated with early 
losses in the operation of the property. 

It must be admitted that many railroads which ought to have been 
built and which have subsequently justified their building did not during 
the first years of their operations yield a proper return upon the investment. 
. . . . Clearly some way must be found by which to permit recoupment. 

At the same time it is equally apparent that losses can not determine 
the value of a property. Otherwise the property which pays the least would 
be the most valuable and that value would be an ever-increasing amount. 
Unless a carrier justifies within a reasonable time its building and is able 
to make up the losses which it sustained in the early years of its operation, 
the owners should suffer the loss. 


Structural going value——Before a railroad can be successfully run its 
operating organization must be built up. This is not accomplished by sim- 
ply hiring so many people. The relation between these people must be 
established. A working organization must be developed 

It is also necessary that the operators of these railroads become 
familiar with the property. Its weak points and its strong points must be 
developed 

Finally and perhaps principally, this railroad must establish itself with 
the public. 
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Having stated that in his opinion the Commission should 
start its valuation with its figure showing cost of reproduc- 
tion new less depreciation, and having reached the conclu- 
sion that something should be added for appreciation and struc- 
tural-going concern value, Director Prouty raised the question 
of how these additional values should be determined. At this 
point he deferentially stepped aside in favor of the Commission. 
The determination of these values, he said, “is for the Commis- 
sion and is entirely a question of judgment”’; and then he added 
the caution which the Commission has well heeded that “the 
Commission is under no obligation to state the mental processes 
by which it arrived at that conclusion, nor does it seem to me 
that it should attempt to do so.” 

Director Prouty said, he would, however, indicate how he 
would handle the matter. His plan was very simple. It was 
based on the assumption that at the end of five years the value 
of a railway considered as an instrument of traffic and as a 
means of getting and transacting business would be as good as 
new. During this time, however, depreciation of the road ex- 
cluding land would in his opinion run from 5 to 10 per cent. 
From these two premises he drew the conclusion that “structural 
going concern value” would appreciate from 5 to 10 per cent. 

Director Prouty also gave the Commission his views as to 
how the valuations found might be kept up to date. “My own 
thought,” he said on page 13, “has been that when a value had 
once been determined as of a certain date, we might add to this 
value actual expenditures for additions and betterments and 
deduct actual cost of retirements.” 

The views of counsel to the Interstate Commerce Commis- 
sion will next be introduced. They rely more on argument to 
support their contentions than on authority and cite relatively 
but few decisions. This, perhaps, was not a matter of choice. 

In the hearing that extended from November 1 to 3, 1922, 
Mr. Philip J. Doherty presented an argument in behalf of the 
Bureau of Valuation. The oral arguments submitted at the hear- 
ing were printed in a pamphlet by the secretary of the Presi- 
dents’ Conference Committee, November 25, 1922. On pages 88 
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and 89 of this pamphlet Mr. Doherty stated how “other values” 
were treated. He said: 


Carriers have complained that the Commission has not made clear 
what its findings have been upon other values 

There is no one of these theoretical values that the carrier has con- 
tended for as to which the report of the Commission, as made, does not 
show clearly all necessary fundamental facts. 

Going value: The Commission has ruled, and has made clear, that it 
makes no allowances for going value as such except the specific allowance 
for overheads, which are mathematically shown in each report, and also 
except that there is an amount incapable of reduction to mathematical pre- 
cision resulting from the consideration of each of the particular elements 
in the plant as presently usable for railroad purposes 

Take the earning power. The earning power of each carrier is shown 
by the corporate history giving the result in dollars and cents of its opera- 
tions during the whole period of the carrier’s existence 

Of course, there is a grave question urged by the carrier that there is 
to be a recognition of earning power in itself as an independent, an addi- 
tional element of value. I will briefly run over some of the reasons which 
appeal to me as to why the carrier is not entitled to recognition further 
than has been given already as to any of the intangible values proposed. 

As to franchise value, this is not allowable beyond the actual legiti- 
mate expenditure to obtain the same, first, because the franchise is an 
unremunerated grant from the public. 

Second, because it is a gratuitous exercise of legislative power and not 
susceptible of monetary valuation. 

Third, because every expenditure and contribution by the donee of the 
grant made in what is sometimes called “consideration” of the grant has 
been already valued. 

Going concern value is not allowable over and above specific and gen- 
eral allowances already appraised, first, because every expenditure to create 
capacity to go is valued. 

Second, because “going” is paid for out of operation. 

Third, because any consideration of the plant as an operating concern 
necessitates giving weight to operating expenses which are not entitled to 
consideration in determining property value. 

Income producing value is not permissible as a ground for an inde- 
pendent value over physical value. 

First, because to do so would be to reason in a vicious circle and would 
stratify rates according to present schedule. 

Second, because the purpose of valuation is ultimately to ascertain 
permissible income. 

Third, because the attribution for any reason of any excess of value 
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over full investment (and possibly the accretion of value of property in- 
vested in) would be unjust to the public. 

Fourth, because it would result in penalizing the public for its abun- 
dant patronage of a carrier. 

Fifth, because the abundance of patronage is not of itself a reason for 
a higher rate or a higher rate base. 


At the three-day hearing of November, 1922, Mr. P. J. Far- 
rell, chief counsel, appeared before the Commission. He strong- 
ly urged that earning power be excluded in the determination 
of rate-making value. On page 166, of the pamphlet referred 
to a moment ago, he said: 


You cannot, if you apply common sense for a moment, use earning 
power to determine how much you have a right to earn on, because it is 
true, and it cannot be successfully controverted, that if the value is justified 
by the earnings, and the earnings are justified by the value, no regulating 
tribunal or anybody else can interfere with either one. Is it possible that 
the Court, after having said in decision after decision during many years 
that the rates were subject to regulation by the public, will now turn 
around and say this, “If you can, regulate them, but there is a rule of law 
there concerning rate-making that will make it impossible for you to do 
so.” To my mind it is absurd to say that earnings can be made the basis of 
the value upon which the earnings are to be based, because the more they 
earn the greater it makes the value, and the greater the value is the more 
they have a right to earn, and you go right around in a circle. 


On page 169 in reply to a question Mr. Farrell declared that 
it was his opinion that the Commission should state that the 
values ascertained and reported by it were for rate making and 
that such values should be distinguished from commercial value. 
Commissioner Potter asked: “Are you telling us that we ought 
to find a value and say that it is a rate-making value as distin- 
guished from an exchange or a commercial value?” To which 
Mr. Farrell answered in the affirmative, giving the reasons for 
his answer as follows: 

I am and I have always been telling the Commission that. I have not 
changed at all. I do not progress in that regard, because I do not see any 
chance of changing it. I have heard a lot of argument and I have come to 
the conclusion that carriers’ counsel themselves cannot see how you can put 


the different values together, making a value that can be applied to any 
particular purpose. The reason why is because the Supreme Court has told 
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you that certain elements are the controlling elements to be considered in 
one case and certain other and different elements are the controlling ele- 
ments to be considered in the other case, and they have gone further and 
said that you cannot mix up in the two cases different elements of value. 
That is to say, when you are determining how much a railroad is worth there 
is practically nothing to it except its net earnings under a reasonable sched- 
ule of rates. It does not make any difference how much it would cost to 
produce the property or how much it would cost to reproduce it; but, 
when you are determining how much they have a right to earn a fair return 
upon, then it depends upon how much money they will have had to expend 
to furnish the facilities they are using for the benefit of the general public, 
and then you must inquire into what it did cost to produce it, if you can 
find out, or what it would now cost to reproduce it, as nearly as you can 
estimate, and what its present condition is, things like that. As I said in 
my brief, the most important things to be considered are original cost to 
date, cost of reproduction new, depreciation, appreciation, and going con- 
cern value. 


The views urged upon the Commission by the railway coun- 
sel and by its own counsel and its director of valuation have now 
been presented. In the preliminary hearings the Commission 
listened to their arguments somewhat as a board of arbitration 
might hear both sides before making its finding. Several years 
elapsed after the passage of the Valuation act before the Com- 
mission began to make known its position. On July 31, 1918, it 
made its first report, the railroad being the Texas Midland. In 
connection with this report it submitted, as Appendix 3, its 
“Statements of Methods” adopted in its valuation work. On 
August 8, 1918, it made its report for the Winston-Salem South- 
bound Railway Company; on July 1, 1919, for the Kansas City 
Southern Railway Company; on July 11, 1922, for the Evans- 
ville & Indianapolis Railroad Company; on July 7, 1923, for 
the San Pedro, Los Angeles & Salt Lake Railroad Company; and 
on July 20, 1923, for the Atlanta, Birmingham & Atlantic Rail- 
road Company. These reports constitute the first volume of 
the Valuation Reports ; the volume, however, appears as Volume 
LXXYV in the series of “Interstate Commerce Commission Re- 
ports.” 

By the reports just cited, and by others that followed, the 
position of the Commission will be shown on the fundamental 
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issues that were raised in the valuation controversy. These 
issues will be presented in what, to the present writer, appears 
to be their logical sequence. 

The position of the Commission on the question as to wheth- 
er there is but one “value” for all purposes will first be shown. 
In discussing its report for the Salt Lake Railroad the Commis- 
sion said: 


It is the carriers’ contention that the property they devote to the pub- 
lic service can have but one value, which they have variously designated as 
exchange value or real value, and they assert that whatever the purpose for 
which the value is determined, whether as a rate base or for use in a con- 
demnation or confiscation case, or for any other purpose, there is but one 
value of the property.® 


To which the Commission answered as follows: 


It is quite evident, however, that in enacting paragraph 15a of the act 
Congress intended that one of the purposes for which we should ascertain 
and report the value of the property of common carriers was to arrive at 
a base for determining the fair return to which carriers were declared to 
be entitled, and the amount of excess, if any, in their earnings which it 
became our duty to recover. It is our conclusion, therefore, that the final 
single-sum value which we shall ascertain and report in this case is the 
value for rate-making purposes. Having reached that conclusion, it is un- 
necessary for us to determine now to what extent or in what manner values 
for other purposes may differ from values for rate-making purposes. Our 
present problem is to discover and apply the principles which must control 
in the ascertaining of a value for rate-making purposes.?° 


In discussing its report for the Atlanta, Birmingham & At- 
lantic Railroad, the Commission said that the railroad contends 


that the value to be reported is the real value of all the properties of the 
carrier owned or used for transportation purposes; that whatever the pur- 
pose for which the value is ascertained, whether for arriving at a rate base, 
for use in a condemnation case or in a confiscation case, the value of the 
property is the same and is determined in the same way.14 


To which the Commission answered: 
Section 19@ of the interstate commerce act provides that we shall 
ascertain and report the various costs enumerated with respect to the prop- 


° 25 I.C.C. 506. 
* Ibid., p. 507. 1 95 1.C.C. 665. 
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erty owned or used by each common carrier for its purposes as a common 
carrier. We are then directed to show separately the property held for pur- 
poses other than those of a common carrier. It is clear that by this direc- 
tion Congress intended that we should ascertain a value for rate-making 
purposes. The amendments of the act embraced in the transportation act, 
1920, particularly those contained in section 15a of the interstate commerce 
act, direct that the values so found shall be used in establishing rates that 
will yield to the carriers “a fair return upon the aggregate value of the 
railroad property of such carriers held for and used in the service of trans- 
portation.” The value we are required to establish, therefore, is a value 
determined for the specific purposes of governmental regulation under the 
interstate commerce act. That value must embrace all of the property used 
by the carrier for purposes of transportation, whether owned by it, or 
leased from others, and must include any intangible value that inheres in 
the property because of its use. We are not concerned with a value for 
purposes of sale or of condemnation, which in either case might well be 
something different from the value of the same property for the purposes 
of governmental regulation.!? 


In discussing its report of March 4, 1924, for the Kansas 
City Southern Railway, the Commission said that the railways 


urge that the value of their property is the same for all purposes, consolida- 
tion, security issues, rate making, and recapture of excess earnings; and 
contend that this universal, regulatory, single-sum value is the pecuniary, 
commercial, or economic value.?* 


To which the Commission replied: 


Whatever the limitations may have been upon the original meaning of 
the term value, it is certain that at the time the valuation act was passed 
the term was generally used with recognized but widely varying meanings. 
Valuation for capitalization, consolidation, taxation, and rate-making pur- 
poses and estimates of exchange value can not all be made upon the same 
basis.1¢ 


And on the following page, after quoting parts of sections 194 
and 15a, the Commission closed the discussion of this point by 
saying, ““We conclude that a valuation under section 19a should 
be one that will serve for rate-making purposes.” 

The capitalization of earning-power, past, present, and pros- 
pective, was urged by all counsel for the railways, but espe- 


* Ibid. 
* 84 I.C.C. 116. * Ibid. 
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cially by Samuel W. Moore, as the ultimate factor determining 
value. The position of the Commission on this question will next 
be presented. The question was discussed by the Commission in 
its report of March 4, 1924, for the Kansas City Southern Rail- 
way. “The carriers,” said the Commission, “contend that our 
tentative single-sum valuation is faulty in that it wholly ignores 
earning power, past, present, and prospective,” to which the 
Commission replied: 


Earning power is itself dependent upon rate making. It can not be 
estimated until the rate level has been fixed and the value upon which the 
carrier will be permitted to earn has been ascertained. To make it also the 
basis for, or a direct element in, valuation would in effect permanently 
capitalize against the public the profits from any maladjustment in rates, 
for having once fixed the values of the carriers’ property solely on the basis 
of earning power, we could not thereafter reduce the earnings of the car- 
riers for the reason that such action would automatically reduce such a 
value. If carriers’ theory were correct it would follow that as earnings in- 
crease in the future values must be raised on a higher basis to reflect the 
increased earning power 

We do not believe that a valuation on the basis of capitalization of 
past, present, and prospective earning power is contemplated in section 19a 
of the interstate commerce act, or that the resulting figure would represent 
the value for rate-making purposes required by section 15a.1° 


The attitude of the Commission toward the stock-and-bond 
method of finding value will next be shown. It also was dis- 
cussed in the report of the Commission of March 4, 1924, for the 
Kansas City Southern Railway. The Commission stated that 
the railway protested its tentative single-sum value because the 
“findings of value have been made without regard to the so-called 
stock-and-bond value of the properties” to which the Commis- 
sion replied: 

Such a valuation bears little relation to the investment, or the value 
of the physical property, and is not separable on the carrier and noncarrier 
basis, for the market value of carrier’s securities is based in part upon 
property not devoted to the public service Such a valuation would 
generally directly reflect earning power, and therefore be subject to the 


same defects for rate-making purposes as a valuation based upon capitali- 
zation of estimated earning power. It might reflect control or possibility 


* 84 1.C.C. 117, 118. 
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of control. It would have the defect of instability, for it would fluctuate 
with either or both rate-making or property value. It would depend in 
part not upon the value of the property, which we are required to find and 
report, but upon the corporation’s financial policy as to dividends, improve- 
ments, the use of surplus, etc.1® 


The last of the more important of the controverted ques- 
tions of principle has now been reached. The treatment of “oth- 
er values and elements of value” remains for consideration. The 
attitude of the Commission was stated in its first report, that for 
the Texas Midland Railroad, and also in its report for the Salt 
Lake Railroad of June 7, 1923. 

The position of the Commission will be made known by the 
material which appears on pages 68—71 and 510-12 of Volume 
LXXV of the Commission’s reports. In its report for the Texas 
Midland Railroad the Commission says: 


The act requires that “the Commission shall in like manner ascertain 
and report separately other values, and elements of value, if any, of the 
property of such carrier, ... . 

In the tentative valuation under consideration we have stated that 
“no other values or elements of value were found to exist.” 


And the Commission explained: 


We have diligently searched for and inventoried the property of the 
carrier and have reported everything we have found in the tentative valua- 
tion already served. The carrier has asserted that there are other values 
and elements of value in connection with its property, but although re- 
peatedly asked to do so has failed to name a figure which it believes should 
be found by us. That it is unable to do so is shown by the following ex- 
cerpt from the argument in this proceeding. 


And the Commission further explained: 


In this connection it should be stated that in the instant case going- 
concern value has been given consideration in the cost of reproduction new 
and cost of reproduction less depreciation figures. In the cost of reproduc- 
tion new and cost of reproduction less depreciation figures the values as- 
signed to the property are not those of a dead plant but of a going concern, 
and to the extent indicated in the Des Moines Gas Case cited below, this ele- 
ment has been covered in the figures. Going-concern value has been de- 
scribed as the value of an assembled and established plant doing business 
over one not thus advanced. In making up the inventory we apply prices to 


* 84 I.C.C. 118, 119. 
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the different parts of the property in the light of the fact that it is a rail- 
road and doing business; otherwise the prices which would be applied 
would be scrap prices. That going value is recognized in an inventory of 
this kind is established by the following quotation from the decision of the 
Supreme Court in Des Moines Gas Co. v. Des Moines. 


And then the Commission added: 


However, there has been urged upon us a going value which is said to 
exist in addition to that here referred to, which apparently runs into sums 
of great magnitude, but which, in spite of its magnitude, is incapable of 
more than the most metaphysical and conjectural description on the part 
of those who advocate its inclusion as an element of value. It has been 
urged upon us on many successive occasions, but from the beginning it has 
been nothing but a vague claim. 


After reviewing the findings of the masters and the de- 
cisions of the Supreme Court in the Des Moines Gas case and 
the Denver Water Company case, the Commission concluded 
its discussion in the Texas Midland report of other elements of 
value by saying that no separate allowance for going value was 
found for the Texas Midland, but explained that 
the owners of the Texas Midland have not received a fair return on their 
investment in this property. The operation of the road, as shown in Ex- 
hibit C and other data in Appendix 2 hereto, has resulted in frequent defi- 


cits. These deficits are not elements of value, but they are pertinent facts 
to be given consideration in a proper proceeding. 


In its report for the Salt Lake Railroad the Commission, af- 
ter reviewing the decision of the Supreme Court in the Des 
Moines Gas Company case, reported in 238 U.S. 153, declared: 


The case is . . . . authority for the view that allowance may be made 
for going-concern value in the method of valuation employed, and that it 
is not necessary if the method does make such an allowance to state a 
separate sum to represent going value. 


In this case as in that of Texas Midland the Commission re- 
jected the claim that an allowance should be made in the form 
of going value to cover the cost of the development of business 
and property which should equal the sum of the deficits sus- 
tained in the early years of operation. The Commission said: 


We are unable to sustain the carrier’s contention that the method em- 
ployed is the correct one for determining cost of developing its property 
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and its business, and we are also unable to subscribe to the view that, even 
if the method were acceptable, the results derived from its use would jus- 
tify the inclusion in the value of the carrier’s property of the amount 
claimed as the cost of development, or as going-concern value. This method 
was disapproved, and the contention that cost of development should be 
included in the value of the public utility’s property for rate making pur- 
poses was rejected, by the Supreme Court in its recent decision in the case 
of Galveston Electric Company v. Galveston, 258 U.S. 388. 


The Commission summed up its position in the following 
statement: 

All of the values of an intangible nature which inhere in the property 
of the carrier as a going concern successfully operating a railroad and 
which we can ascertain and measure, and to which we can ascribe a money 
value we have ascertained and reported. To the extent that we have found 
or the courts have said that there is a value or an element of value in any 
intangible right, privilege, or advantage which the carrier asserts that it 
enjoys, we have endeavored to give weight thereto, even though we could 
not assign a separate, definite money value to it.” 


The views of the Commission that have thus far been pre- 
sented have been largely of a negative character. Its affirmative 
views, expressed in making its findings of value, will now be 
shown as far as they are a matter of record. Its negative views 
were presented at length because on the positive side the Com- 
mission’s statement of its findings left much to be desired. It 
will be seen that it neither defined “value” nor stated how it 
would be ascertained except in vague terms. It thus was doubly 
important that it should be made known what it did not seek 
and what it did not report. 

In making its report for the Texas Midland Railroad, which 
was the first report made, the Commission began to make known 
what it would do. It said: 

The act does not specify any purpose for which a value is to be found 
or to which the valuation is to be put, except as it provides that all valua- 
tions by the Commission shall be prima facie evidence of the value of the 
property in all proceedings under the act to regulate commerce, in all 
judicial proceedings for the enforcement of that act, and in judicial pro- 
ceedings brought to enjoin, set aside, annul or suspend, in whole or in part, 
any order of the Commission. While it may be questioned whether or not 


* 95 I.C.C. 512. 
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the act requires the finding of a single sum as the value of the property, we 
are of opinion that it authorizes the finding of such value for purposes 
under the act to regulate commerce, and it is our purpose ultimately to 
make such finding as to each property. Tentative valuations in which a 
single sum as the value of the property is not stated will in due course be 
supplemented by such finding and a final valuation, including a single sum 
as the value of the property, will be duly issued.'® 


In the matter of the valuation of land the Commission was 
more specific. In explaining the procedure that was followed to 
ascertain the present value of railroad land, it adopted the state- 
ment of its director of valuation which was as follows: 


Present value . . . . is arrived at by ascertaining the number of acres 
of land owned or used by the carrier for its purposes as a common carrier 
and multiplying this acreage by a market value determined from the pres- 
ent market value of similar adjacent and adjoining lands. Due allowance 
is made for any peculiar value which may attach by reason of the peculiar 
adaptability of the land to railroad use. 

Nothing is included for the expense of acquisition, nor for severance 
damages, nor for interest during construction.’® 


In its report for the Evansville & Indianapolis Railroad, an- 
nounced July 11, 1922, the Commission reported its first final 
value for any railroad. The carefully guarded language in which 
the finding was framed should be noted. It was as follows: 


After careful consideration of all the facts contained in the tentative 
and supplemental tentative valuation, including appreciation, depreciation, 
and going-concern value, and all other matters which appear to have a 
bearing upon the values here reported, the values, as that term is used in 
the interstate commerce act, of the property of the carrier, owned and 
used, and used but not owned, devoted to common-carrier purposes, are 


Of this finding, Commissioner Eastman, in a dissenting opin- 
ion, in which Commissioners Potter and Cox concurred, said: 


This is the first case in which the commission has fixed the so-called 
final value of the property of any carrier. The report does not indicate in 
any way the method or process by which that value was determined, and 
yet this is the thing of crucial importance in our valuation work. Funda- 
mental questions of law and public policy are involved, many of which have 
been argued before us in contested cases, no one of which has yet been 


“sI.6. "ss LCL. 63. * 95 1.C.C. 451-52. 
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decided. So far as I know, these questions have not been determined by 
the commission. Until they are determined and the reasons for the con- 
clusions reached have been made known I believe that we ought not to 
attempt to fix the “final value” of any property.”* 


On June 7, 1923, in its next announcement, the Commission 
reported the final value it had found for the Salt Lake Railroad. 
In this announcement it changed the language of its finding to 
the form it has since retained. The formula then adopted and 
still employed was as follows: 


After careful consideration of all the facts submitted in this proceed- 
ing, including appreciation, depreciation, going-concern value, working capi- 
tal, and all other matters which appear to have a bearing upon the values 
here reported, the value for rate-making purposes, of the property of the 
carrier owned and used and used but not owned, devoted by the carrier to 


In summing up what it had done in reaching its final value 
for the Salt Lake Railroad, the Commission explained: 


The determining of a final single-sum value for rate-making purposes 
is not a matter of formula or of mathematical computation. We are re- 
quired by the statute to ascertain and report certain costs, and we are 
required to ascertain and report, in addition to such costs, the present 
value of lands, and other values or elements of value if there are any that 
we can discover. We must give to all of these costs, values, and elements 
of value that consideration which, in our judgment, they ought to be given, 
in view of all of the circumstances and conditions that seem to us properly 
to have a bearing upon the value of the individual carrier’s property. 

We have carefully reviewed all of the evidence collected by the Bureau 
of Valuation as well as all of that presented by the carrier, including the 
opinions of its experts upon methods of determining, and the amount to be 
determined as, the final value of the property. We have endeavored not to 
reach our conclusion by attaching undue weight to any particular element 
of value to the extent of shutting out proper consideration of all the ele- 
ments of value. In the Minnesota Rate cases, 230 U.S. 352, the Supreme 
Court said at page 434: 

“The ascertainment of that value is not controlled by artificial rules. 
It is not a matter of formula but must be a reasonable judgment, having its 
basis in a proper consideration of all the relevant facts.” 

Likewise, in the case of City of Winona v. Wisconsin-Minnesota Light 
& Power Co., 276 Fed. 996, at page 1001, the court said: “That there can 


* 95 L.C.C. 445. # 95 1.C.C. 600. 
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be no mathematical certainty in such a judgment goes without saying, nor 
does any formula exist which can be used in all cases.” The final single- 
sum value which we have determined for the property of this carrier is 
based upon a careful consideration of all of the relevant facts that have 
come to our attention. It is, in our judgment, a value which we are author- 
ized by the valuation act to ascertain and report, and we have ascertained 
and now report it as the final value of the property of this carrier for rate- 
making purposes. It is the fair value of the property of the carrier devoted 
to the service of the public upon which the carrier is justly entitled to earn 
a fair return.?® 


Before passing on to consideration of the litigation, which 
will constitute the next section of this paper, it may be helpful 
to pause and briefly restate and review the contentions of the 
railways and the Commission. 

Mr. Butler and Mr. Craven contended that there is but one 
value for all purposes, namely, exchange value; that this value 
depends on earning power but is not less than the cost of repro- 
duction less depreciation of the physical properties; that it is 
to he found by adding to the cost of reproduction less deprecia- 
tion of the physical properties the “other values” to be found, 
not by formula, but by the exercise of experienced judgment in 
the light of relevant facts. Needless to say, market value, even 
if sought, could not be found by this process; but, this rule of 
thumb, having been approved in many previous decisions of the 
Supreme Court in rate cases, may again be approved as a meth- 
od for finding value for rate making. 

Judge Brantley, like Mr. Butler and Mr. Craven, contended 
that there is but one value for all purposes, that this value is 
measured by earning power, but that for a railroad capable of 
service and whose existence is justified it can never be less than 
the cost of reproduction less depreciation of the physical prop- 
erties. He, even more than they, argued that the value of a 
railroad is divided into the value of its tangible properties and 
the value of its intangible properties, but had even less to offer 
in the form of a method or plan for finding the value of the intan- 
gible properties. 

To Judge Lovett the idea was anathema that there was such 


* 95 1.C.C. 512-13. 
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a thing as a value for rate-making purposes. He too, held that 
there is but one value for all purposes, namely, exchange value, 
and that it depends on net earnings, present and prospective. 
He rejected the cost-of-reproduction method for finding value as 
“a preposterous theory.” He offered no tangible plan for finding 
value. Having discussed the facts he believed should have con- 
sideration, he passed the job of finding value over to the Com- 
mission, with the admonition that “there must be a reasonable 
judgment having its basis in a proper consideration of all rele- 
vant facts.” ; 

Mr. Moore, like Mr. Butler, Mr. Craven, Judge Brantley, 
and Judge Lovett, contended that the Commission under the 
Valuation act was required to find the exchange value of the 
railways, and throughout his argument adhered, as Judge Lov- 
ett did, consistently to this view. Mr. Moore both definitely 
and definitively rested his case on the proposition that “the value 
of a thing is measurable by the sum of the amounts expected to 
be received from it, discounted to the time of expected receipt,” 
and submitted computations of the expected net earnings of the 
Kansas City Southern Railway as the basis for the determina- 
tion of its value. 

The views of the Commission will now be briefly reviewed. 
More can be said on the negative side of its attitude and actions 
than on the positive. In unequivocal terms it rejected the view 
urged upon it by railway counsel that there is but one value for 
all purposes and also the view that the value it was required to 
find by the Valuation act depends on and varies with earning 
power. It held that the thing it stood directed to find must be 
suitable and proper for rate-basing purposes and such being the 
situation a value based on earning power would not serve. Its 
Director of Valuation described the thing it was required to find 
as “that sum upon which under all the circumstances and upon 
a fair consideration of all the facts and elements to be taken into 
account a fair return should be permitted.” This is not a defi- 
nition of anything, but so far as it was used the Commission 
avoided the concessions and entanglements in which it would 
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have been involved had it used the word “value.” In finding the 
rate base described above, the Commission admitted that it must 
be guided by the opinions of the Supreme Court, and it gave con- 
sideration to the elements of value the Supreme Court declared 
must receive consideration; but as Mr. Samuel W. Moore very 
truly said, a long step and an exceedingly important one remains 
to be taken after the underlying data have been assembled, and 
just here the Commission was least frank as to how it proceeded. 
In taking this, the most important step by far in the valuation 
process, the Commission seems to have taken refuge in the view 
often expressed by the courts and often called to its attention 
that value cannot be found by formula but must represent a 
reasonable judgment. The Commission took the easy way out. 
On page 476 of their Texas Midland brief of August 1, 1917, 
Mr. Butler and Mr. Craven stated that the service they were 
trying to render was to list the factors that an appraiser would 
have in mind and consider in reaching the value of property. 
This was quitting at the point where the difficult work began. 
The assembling of the materials requires but the labor of work- 
men; the building of the structure calls for the skill and knowl- 
edge of an architect. To be satisfied with conclusions reached 
by the exercise of experienced judgment is to be satisfied with 
guesswork which is wholly out of keeping with the scientific spirit 
of the times. 

If it is true, (as contended by the Commission), that the 
claim of the railways that value varies with earning power and 
thus increases as earnings increase, amounts to denial of its pow- 
er to regulate rates, is it not also true that the claim of the Com- 
mission that value is measured by cost of reproduction does vio- 
lence to the most deeply rooted ideas of the rights of property 
ownership? The owners of property, both town and country, ex- 
pect to share in the success of the community in which they have 
cast their lot. The person who bought a corner lot in a communi- 
ty which has prospered feels that he is entitled to every advan- 
tage that grows out of possession, regardless of circumstances. 
And the farmer is the firmest of believers in the doctrine of rent, 
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and land rent is nothing but a concrete expression of an increased 
number of mouths to be fed. 

A weakness in the cost-of-reproduction plan of finding value 
appears when the result of its application to a so-called “good 
railway” is contrasted with the result of its application to a so- 
called “poor railroad.” The good railway was probably the pio- 
neer. Its originators had their choice of country and routes. 
They were men of wisdom. Their decisions were far-sighted. 
They planned to obtain the largest amount of both local and 
through traffic. They selected the route which made possible 
the lowest cost of construction and the best and cheapest opera- 
tion. The poor railroad was probably built at a much later time. 
Its route ran through a rocky, mountainous country which re- 
quired rock-blasting on a large scale and deep cuts and high fills 
and numerous bridges and tunnels. Construction was expensive, 
and cost of operation will always be high. The traffic originat- 
ing on its rails and that received from connecting carriers is light. 

The present cost of reproducing the prosperous railroad 
might not be more than one-half that of the poor railway; and if 
such were the case, the Commission would give the poor railroad 
a rate-making value double that of the good railway. Under the 
Commission’s plan the first becomes the last, and the last be- 
comes the first. 

The opinion is ventured that the decision of the Supreme Court 
in the Dayton—Goose Creek case is against wise public policy. 
If the government should attempt to fix the price of wheat, 
the price would be fixed to induce the cultivation of the last acre 
of the least fertile land required to produce the supply of wheat 
needed. If the policy adopted by the Court in the case just cited 
were applied in fixing the price of wheat, a price would be set 
that would permit the cultivation of only the most fertile grade 
of wheat land; and there would be a bread famine. The Supreme 
Court actually applied the reasoning of the Dayton—Goose Creek 
opinion in its decision in the Minnesota Rate Cases, with the re- 
sult that the Minneapolis & St. Louis Railroad, the weak rail- 
road for which the Court said the rates were not too high, has 
since had a hard struggle. 
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LITIGATION UNDER SECTION I19@ 


Having failed to induce the Interstate Commerce Commis- 
sion to adopt their views, the Salt Lake Railroad Company and 
the Kansas City Southern Railway Company sought by litigation 
to bring about the ends they desired, but by different proceed- 
ings. The Salt Lake Company sought relief by a suit to en- 
join, set aside, and annul; while the Kansas City Southern Com- 
pany sought correction by an action in mandamus. Although 
started a little later than that of the former company, the suit 
of the latter company will be reviewed first because it was the 
first to reach the Supreme Court of the United States. 

Having failed in his efforts to persuade the Interstate Com- 
merce Commission to adopt his interpretation of the provisions 
of the Valuation act, Mr. Samuel W. Moore in the autumn of 
1924 brought an action in mandamus against the Commission in 
the Supreme Court of the District of Columbia. In the opening 
statement of his brief, which is dated September, 1924, he said: 


The petition charges that the Commission has failed to obey the man- 
date of Congress in five respects, which may be briefly summarized as 
follows: 

1. The Act requires the Commission to ascertain the true economic 
value of common-carrier property. Instead of so doing, the Commission 
has found and published a so-called “value for rate-making purposes,” 
which is nothing more than a rate base, computed on an arbitrary and 
artificial formula bearing no fixed relation to true value. 

2. The Act requires the Commission to state and report “an analysis 
of the methods of valuation employed” by it, and it has wholly failed and 
refused to do se. 

3. The Act requires the Commission to “ascertain and report sepa- 
rately other values and elements of value,” which means the intangible 
values of the property, and it has wholly failed and refused to do so. 

4. The Act requires the Commission to report in detail as to each 
piece of property “the original cost to date,” and it has wholly failed and 
refused to do so. 

5. The Act requires the Commission to ascertain and report the value 
of all property used by every common carrier, and the original cost, cost of 
reproduction, and cost of reproduction less depreciation of all property so 
used, and this the Commission has failed and refused to do. 

The Commission has filed a motion to dismiss, which for the purposes 
of the present hearing, admits the allegations of the petition. 
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The Commission filed a motion to dismiss, and its motion 
was sustained by the Court, but no opinion was handed down. 
Without loss of time Mr. Moore carried his case to the Court of 
Appeals of the District of Columbia. This effort was also fruit- 
less, for the action of the lower court was sustained. Not dis- 
heartened by these two failures, Mr. Moore now sought a writ 
of certiorari in the Supreme Court of the United States directed 
to the Court of Appeals of the District of Columbia, but here, 
too, he was unsuccessful. His petition was denied October 10, 
1925."* 

While Mr. Moore was trying in the East to obtain positive 
results by mandamus proceedings, the attorneys for the Salt Lake 
Company were busy in the West working to enjoin, set aside, 
and annul the findings of the Commission by injunctive proce- 
dure. Early in 1924 Mr. H. A. Scandrett, Mr. A. S. Halsted, and 
Mr. J. M. Souby submitted a brief of 486 pages to the District 
Court of the United States for the Southern District of Cali- 
fornia in support of their petition in behalf of the Salt Lake Rail- 
road Company for an injunction against the Interstate Com- 
merce Commission. In this brief nearly all the questions involved 
in the valuation controversy were submitted to the Court; but as 
the disputed questions should by now be pretty well understood, 
only the arguments that formed the basis of the decision of the 
Court will be presented. 

On page 44 of their brief the attorneys for the Salt Lake Com- 
pany declared “the statute requires the Commission to find value. 
It has failed utterly to meet this statutory requirement but finds 
instead what it designates value for rate-making purposes only.” 
In a sweeping decision handed down December 7, 1925, the 
Court condemned the value found by the Commission and the 
basis on which it rested. On March 16, 1925, the Court handed 
down a preliminary decision; but as it dealt with questions of 
jurisdiction, procedure, and new evidence, it will be passed by 
with this brief reference. In handing down its decision of De- 
cember 7, 1925, the Court said: 

The additional evidence that was introduced by the petitioner before 


this court, not only tended to show, but in our opinion conclusively shows, 
that the value of the railroad company’s property, used in its transportation 


* 269 US. 570. 
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business on June 30, 1914, was greatly in excess of its final valuation fixed 
by the Commission as of that date, and as fixed in its supplemental report. 
The reports of the Commission we think clearly show that its action was 
based upon the view that the property of the railroad company in question 
has more than one kind of value. And in our opinion that view constituted 
its fundamental error, and consists in its failure to do what the statute in 
express and, as we think, clear and unmistakable terms, authorized and re- 
quired it to do as the basis upon which to fix the rates to be charged by the 
railroad company; that is to say, the true actual value of all of the property 
of the company at the time used in its transportation business. 


In no place in any of the statutes bearing upon the question do we find 
even an implication of any authority on the part of the Commission to find 
that any of the property of any common carrier used in its transportation 
business has two kinds of value. It is the true actual value of such prop- 
erty, and that only, as we think, that the statutes in question authorize and 
require the Interstate Commerce Commission to ascertain and fix, and 
that, it is obvious, it has not done. 

By the well-established “law of the land” public bodies, charged with 
the duty of fixing rates to be charged by corporations or individuals for the 
furnishing of water to the public for irrigation, domestic, or other useful 
purposes, are required to investigate, ascertain, and determine, as a basis 
for the rates authorized to be charged therefor, the true actual value of the 
property used in such business at the time the rates are authorized to be 
charged.?5 


Not long after the Federal court in southern California 
brushed aside the value for “rate-making purposes” found for 
the Salt Lake Railroad by the Interstate Commerce Commis- 
sion, Mr. Samuel W. Moore instituted a suit in the Federal dis- 
trict court sitting in Kansas City, Missouri, to have the value 
found for his company annulled. A memorandum opinion was 
handed down in this case on December 31, 1926, in favor of the 
railroad company.”* The court held that the Commission in sev- 
eral respects acted beyond its statutory power and contrary to 
the evidence. Apropos of the limitation placed on itself to the 
finding of a value “for rate-making purposes” only, the court 
said: 


* 8 ad Fed. 747, 756, 757. 

* On October 3, at the opening of the 1927 term of the Supreme Court of 
the United States, the Solicitor-General of the United States asked the Supreme 
Court to advance the hearing of this case, which was carried there on appeal. 
The case was set for hearing on November 21. 
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The final valuation, by order of March 4th, 1924, was fixed at $49,- 
016,268 and such value was limited to a valuation “for rate-making pur- 
poses.” The Commission had no right thus to restrict a valuation which, 
when finally made, was designed to become prima facie evidence “in all 
proceedings under the Act to regulate commerce . . . . in all judicial pro- 
ceedings for the enforcement of the Act . . . . and in all judicial proceed- 
ings brought to enjoin, set aside or suspend in whole or in part any order of 
the Interstate Commerce Commission.” 

The congressional purpose was for an ascertainment and report on the 
true value of the properties of the carrier. 


As would be supposed, the Interstate Commerce Commis- 
sion did not accept the decision of the Federal court in California 
as final. Late in 1926 the Commission appealed to the Supreme 
Court of the United States. On page 14 of their brief of Decem- 
ber, 1926, for the Commission, Mr. P. J. Farrell and Mr. E. M. 
Reidy stated that the Commission relied for reversal of the low- 
er court’s decree on the two contentions which follow: 

1. The court erred in holding that the evidence introduced... . 
shows that the value of appellee’s property, used in its transportation busi- 
ness on June 30, 1914, was greatly in excess of the value for rate making 
purposes fixed by the Commission’s order of June 7, 1923, as modified by 
the Commission’s supplemental report and order of October 17, 1925. 

2. The court erred in holding to be fundamentally erroneous the view 
of the Commission that the property used by appellee in its transportation 
business on June 30, 1914, had more than one kind of value. 


In support of their plea for affirmation the attorneys for the 
Salt Lake Company, now headed by Hon. Charles E. Hughes, 
in an elaborate brief restated the vast array of arguments on 
which they based their case in the lower court. In the closing 
sentence of their brief the attorneys for the railway said: 

If the Commission had given consideration to the evidence submitted 
by petitioner as to the actual value of its property, instead of ignoring it 
entirely because of the erroneous theory upon which it proceeded, it must 
have found the value of the property to be greatly in excess of the figure 
which it has fixed as its “value for rate-making purposes.” 


The Supreme Court handed down its decision February 21, 
1927. No light, however, was thrown on any of the economic 
questions involved in the valuation controversy. The Court, 
speaking by Mr. Justice Brandeis, said: 
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Whether all or any of the claims and charges made in the bill [pre- 
sented to the District Court in behalf of the railway] are well founded, we 
have no occasion to consider; for we are of opinion that the District Court 
should have sustained the motion to dismiss the bill. 


The Supreme Court also said: 

The so-called order [of the Commission] here complained of is one 
which does not command the carrier to do, or to refrain from doing, any 
thing; which does not grant or withhold any authority, privilege or license; 
which does not extend or abridge any power or facility; which does not sub- 
ject the carrier to any liability, civil or criminal; which does not change the 
carrier’s existing or future status or condition; which does not determine 
any right or obligation. This so-called order is merely the formal record of 
conclusions reached after a study of data collected in the course of exten- 
sive research conducted by the Commission, through its employees. It is 
the exercise solely of the function of investigation. 


But the decision contained this assurance to the railway com- 
pany: 

When the final report is introduced in evidence the opportunity to 
contest the correctness of the findings therein made is fully preserved to 
the carrier; and any error therein may be corrected at the trial. Specific 
findings may be excluded because of errors committed in making them. It 
is conceivable that errors of law may have been committed which are so 
fundamental and far-reaching, as to deprive the “final valuations .. . 
and the classification thereof” of all probative force. Moreover, additional 
evidence may be introduced.?? 

The decision of the Supreme Court left the economic ques- 
tions involved in the valuation work of the Interstate Commerce 
Commission under Section 19a in a state of suspense. Not until 
the rights of a railway are put in jeopardy by a value found un- 
der Section 19a will the courts construe the provisions of this 
section. In the light of the past even then it should surprise no 
one if the courts do not define value for rate making and do not 
declare how it is to be found in general terms of general applica- 
tion. In the cases just considered, values for pre-war years only 
were under review, and thus the question of adjustment because 
of the higher post-war price level was not before the courts. 


GerorcE G. TUNELL 
Cx1caco, ILLINoIs 
[To be continued] 


* 273 US. 299, 300, 312. 
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Nothing can be more evident to anyone surveying the field 
of contemporary economic thought than that those economists 
who concern themselves with general theory hold widely diver- 
gent ideas of the purpose, scope, and method of economics. 
When one remembers that the objective data upon which econ- 
omists must base their beliefs are the same for all, an explana- 
tion of these divergencies must naturally run in terms of the 
difficulties which beset the economic theorist in the complexity 
of his data, or of the inadequate media of thought which men 
have devised for scientifically explaining their own activities, or 
of the astigmatic contrariety of the human mind, or perhaps of 
all three. Mark Twain observed that no matter how learned and 
authoritative an opinion may be expressed upon one side of any 
question, equally irreproachable authority may be adduced upon 
the other. One might rest in the shadow of that cynical observa- 
tion. The curious mind, however, desires no such disillusioned 
respite. 

Because of the confusing diversity of thought to be encoun- 
tered in the field of general economic theory one is practically 
estopped from any project of classifying contemporary econ- 
mists. It seems possible to say, however, that those economists 
in the United States who have continued to concern themselves 
with the formulation of logically articulated systems of econom- 
ic doctrine are primarily indebted to the late Alfred Marshall 
and to John Bates Clark for their point of departure. It may 
also be proposed that Thorstein Veblen is the fountain-head of 
dissident theoretical approaches, that John A. Hobson has ad- 
vanced one of the most influential attempts to modify the con- 
tent and purpose of economic theory, and that Wesley C. Mitch- 
ell is the most prominent advocate of a new view of what shall 
constitute the scientific method of economic investigation. It 

* Acknowledgment is made to Paul T. Homan, Contemporary Economic 
Thought (Harper and Brothers), for some of the material used in this article. 
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may be of some interest to review briefly their characteristic po- 
sitions, and to view more at leisure the nature of the theoretical 
differences of opinion which they illustrate. 

Clark conceives the function of economic science to be the 
discovery and reduction to systematic form of the laws which 
govern the operation of economic forces. He further demands 
that such laws be made acceptable to the moral sentiments, and 
that they be available as guides to a public policy designed to 
maximize the economic welfare of the community. That is to 
say, the “natural” laws of economics are such as promote both 
material plenty and social harmony. Deserting in his mature 
works certain constructive leads that he had earlier proposed, he 
devoted himself to developing the “static” laws of economics, 
and left to later investigators the problem of elucidating the 
“dynamic” laws which, he conceived, must be built upon the 
findings of static analysis. 

Within the field which he carved out for himself he acquired 
his distinction through the development of a thoroughgoing 
“specific productivity” theory of distribution and establishing 
its congruity with the marginal utility type of value theory. His 
static system is a rationale of man’s pursuit of self-interest 
through the agencies of a competitive organization of economic 
activity. He uses a set of scientific analogies primarily derived 
from mechanics, and his supposedly scientific laws, arrived at by 
a complicated process of deductive reasoning, represent the ideal 
working out to their conclusions of those forces presumed to be 
active in the economic sphere. The laws developed are presented 
as the laws of an organic society, and the economic responsibil- 
ity of government is to maintain an institutional situation de- 
signed to protect their operation from obstruction; that is, the 
government is to maintain the integrity and permanence of the 
competitive system. The simplicity, consistency, and logical 
beauty of Clark’s system caught the imagination of many Amer- 
ican economists, and his views, usually stripped of their ethical 
implications, are to some degree imbedded in most contemporary 
texts of economic theory. His anticipation that the dynamic as- 
pects of economic activity would be made amenable to general 
explanatory laws congruous with his static laws has not yet been 
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realized. The scope which he set for his analysis, the abstract 
method which he used, and the spirit in which he worked mark 
Clark’s work as the most authentic perpetuation in recent years 
of the classical tradition. 

Marshall’s general theoretical analysis, so far as it takes sys- 
tematic form, is seen also to center about the problems of value 
and distribution, and to proceed by a method and upon premises 
similar to those of Clark. He does not, however, impose upon 
himself the task of discovering ethically defensible economic 
laws, being concerned only with explaining the operation of the 
economic system as he finds it. Nor does he make the clear-cut 
distinction between statics and dynamics, attempting rather to 
frame his theoretical structure with sufficient breadth and vague- 
ness to include the phenomena of change, at least in so far as 
they occur within the general limits of a competitive situation. 
He does not, moreover, like Clark, attempt the direct measure- 
ment of human motives, but is content to confine himself to the 
study of prices, which are conceived to be a proximate if inac- 
curate measure of the “real forces” which motivate economic ac- 
tivity. In particular, he attempts to draw no such direct lines of 
cause and effect as Clark does, but presents the economic system 
as being held in, or tending toward, an intricate and inclusive 
equilibrium, in which the position or movement of each part con- 
ditions the position or movement of every other part, no part be- 
ing more essential, original, or causal than any other. Cast in a 
general supply-and-demand form, his picture of the economic 
system presents it as a matter of perpetual adjustments brought 
about by continuous estimates by individuals of the importance 
of marginal increments, whether of commodities, labor, capital, 
or what not. 

In effect, he restates with infinite precision and wide modi- 
fication the classical doctrine of the coincidence between prices 
and cost of production, subsuming under that general formula 
the whole distributive process. His analysis thus attaches more 
fundamental importance to the supply side, as Clark’s does to 
the demand side, of the familiar equation. The impression of 
verisimilitude is heightened by careful attention to the non-com- 
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petitive aspects of economic activity and by a generally realistic 
handling of the facts in his illustrative excursions. One is intro- 
duced to what appear to be the prevailing forces in modern eco- 
nomic life, with little comment upon either their permanence or 
their desirability from the viewpoint of social ethics. Bowing to 
the inevitability of institutional change, he presents his principles 
as finite and of the day only, not as natural laws in any scientific 
meaning of the phrase. And he presents his analysis as qualita- 
tive analysis, an examination of the nature and logic of the forces 
at work, to be supplemented, to complete the scientific character 
of economics, by wide quantitative or statistical analysis of the 
effects of these forces. His intention was less to promulgate a 
set of doctrines or to discover and expound a system of economic 
laws than to portray the economic situation in its totality in a 
way which would furnish an organon of thought for those en- 
gaged in the analysis of narrower problems. In the outcome 
Marshall accomplished what appears to be the most comprehen- 
sive systematic synthesis of economic forces that the mind of 
man has devised, as Clark accomplished the most subtle and ab- 
stract simplification. Beneath the aura of concrete reality lies 
the order-producing skeleton consisting of careful classification 
and flawless logical deduction pushed to the ultimate bounds 
which his premises will bear, altogether an impressive mechan- 
istic framework involving a free and persistent pursuit of eco- 
nomic advantage within the confines of a competitive system. 
Differing widely as they do in their general concepts, han- 
dling of facts, and final conclusions, Clark and Marshall are yet 
sufficiently the modern representatives of an old tradition to per- 
mit them to be classed together as the two most prominent and 
influential members of what is commonly called the neo-classical 
school of economists. It is a school which embodies, as its scope, 
the study of economic value and distributive shares; as its meth- 
od, an elucidation of the logic of certain forces conceived to dom- 
inate the economic scene; as its purpose, the reduction of eco- 
nomic phenomena to general explanations which shall constitute 
the positive science of economics, combined with a secondary 
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purpose of making such generalizations available as a tool in the 
solution of social problems of common concern. 

Perhaps the most characteristic feature of the analytical 
method of this school is that for purposes of securing broad gen- 
eralizations, the necessities of logical abstraction demand the as- 
sumption of a stable institutional framework of society—and 
that a competitive framework—and the assumption of a fairly 
persistent, intelligent, and mobile pursuit of gain, pecuniary 
or psychological according to the theorist’s point of emphasis. 
Where the method of logical deduction is used for the analysis 
of narrower problems, the assumptions may, of course, be such 
as the problem demands and the facts warrant. Within the con- 
fines of this school, as thus briefly and with pitiful inadequacy 
described, there is ample room for disagreement, since the sub- 
jective factor of the economist himself, his general groundwork 
of ideas, his mastery of facts, and his interpretation of the rela- 
tive causal importance of economic forces inevitably leads to 
some variation in the postulates from which he reasons and to 
consequent variation in the conclusions at which he arrives. 

One may perhaps hazard the generalization that toward the 
end of the nineteenth century variations in economic theory con- 
sisted largely of disagreements among economists whose general 
viewpoints were not widely different; while recent variations in- 
volve fundamentally differing conceptions concerning the scope 
of economics, the scientific method to be used, and the scientific 
pretensions of the subject. Unholy and profane hands have been 
laid upon the arcanum of the established truths. 

Veblen conceives economic theory of the more generally ac- 
cepted sort to represent nothing more tenable than an archaic 
and elsewhere discarded habit of scientific thought. It appears 
to him to postulate fixity in economic institutions wherever it ar- 
rives at a generalization, and, wherever it recognizes the change- 
fulness of human institutions, to be equipped with no technique 
for handling or interpreting them. It appears to him, also, to 
postulate an untenable hedonistic or rationalistic view of human 
nature. Fixing his eyes upon the process of change exclusively, 
he proposes that economic theory be a theory of developing in- 
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stitutions, and that it primarily concern itself with genetic stud- 
ies of the contemporary institutional structure of society in its 
economic aspects. The conceptual apparatus is an adaptation to 
economic studies of certain ideas drawn from biological science. 
The physical or mechanical analogies are definitely discarded. 
The science is conceived to have no purpose, but to be simply an 
outgrowth of an innate human characteristic of “idle curiosity.” 
It becomes simply an inquisitive research into the strange way 
in which human beings, endowed with certain established pro- 
clivities, cope with their environment, follow out more or less 
dimly conceived and shifting purposes, and mold or are molded 
by the institutions under which they live. 

Turning his guns upon the postulates which support sche- 
matic systems of economic theory, deriding in particular the ra- 
tional character of consumers’ choices, the regulatory effect of 
competition, and the coincidence between personal acquisition 
and physical production, for every economic thesis he propounds 
a contradictory antithesis, leaving the bewildered reader to ef- 
fect such synthesis as his predilections suggest. Apart from his 
critical accomplishments and his interpretation of the historical 
genesis of contemporary economic habits of action and thought, 
his ultimate emphasis is upon the importance of investigating 
the legal and political precepts which condition current eco- 
nomic practice and occasion what appears to him a destructive 
antipathy between the productive and acquisitive aspects of eco- 
nomic activity. He definitely abandons the hope of securing 
“scientific” results through reasoning about the activities of 
largely irrational beings following lines of activity animated by 
no discoverable social purpose. “Science,” in his meaning, refers 
only to the untangling of the lines of “cumulative causation” 
which mark the processes of social evolution. 

Working somewhat under the influence of Veblen’s scheme 
of thought, Mitchell nevertheless holds a distinctive viewpoint. 
He is the apostle of facts and figures. Discarding for the most 
part generalizations arrived at by processes of logical deduction, 
he attempts to throw light upon the social process by the quanti- 
tative study of objective data. While other types of analysis 
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may be interesting or illuminating, quantitative analysis alone is 
proposed as the sphere in which economics can secure really sci- 
entific results. His scientific interest centers in those fields where 
adequate statistical data exist, and he is content to let the fu- 
ture tell whether such studies will eventuate in wide generaliza- 
tions or economic laws. The purpose of economics, too, Mitchell 
expresses in different terms from those of Veblen. For to him 
the changing scene of human affairs represents:a series of prob- 
lems which social groups must solve for themselves with such in- 
telligence as they possess. The economist’s problems are derived 
from those social problems which seem to press for solution, and 
his ultimate aim is to furnish the data upon which to base a 
policy of intelligent control of those economic aspects of life 
which underlie the material welfare of society. 

Having concerned himself with the statistical study of busi- 
ness cycles, his attention has been centered upon the changeful- 
ness of prices at the same time that he has become impressed by 
the organic character of price relationships. The consequence 
has been the development of a whole-hearted skepticism con- 
cerning the tendency of prices or incomes to any normal level 
and concerning the objective explanatory value of logically ar- 
rived at economic laws whatsoever. Permitting his mind to roam 
beyond the sphere of his personal preoccupation with prices, he 
attempts to cast economic thought into terms congruous with the 
more approved views of modern psychology, with a pragmatic 
philosophy, and with an evolutionary view of social develop- 
ment. He stands today as the most influential exponent of the 
“institutional” approach to economic analysis, achieving his in- 
fluence less by an extensive advocacy of that approach than by 
an outstanding contribution to economic knowledge while work- 
ing in its terms. Goaded into mental activity under the lash of 
Veblen’s satirical pen, and faced by the example of Mitchell’s 
renown, the younger generation of American economists are con- 
fronted with the question, never before encountered in quite its 
present form, as to just what complement of general theory is de- 
sirable as part of the equipment of a competent modern econ- 
omist. 
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A further distinctive approach to economic theory is seen in 
Hobson’s work. The whole social process appears to him to rep- 
resent a struggle by society to achieve a harmonious organiza- 
tion through which the highest interests of both individuals and 
groups shall be served. By nature a moralist, as is J. B. Clark, 
he sees all social facts to be impregnated with ethical meaning, 
and all human acts to further or retard the realization of justice 
and harmony. His problem as theorist is thus first to lay bare 
the sources of discord in contemporary life, and then to develop 
a theory of the social process which shall serve as the ideological 
basis for a practical program of economic reform and control. 
In pursuance of this objective he draws freely upon contem- 
porary thought in all the social sciences, with the result that his 
analysis runs all the way from abstract deductive study of the 
price system, through a study of the origin of contemporary in- 
stitutions and an inductive investigation of the ills of modern 
life, to a full-fledged metaphysical theory of the social process. 
Lacking unity in his conceptual apparatus, he keeps his econom- 
ic theory intact by relating it at all points to the irrational proc- 
ess by which wealth and income are distributed. 

A characteristic feature of his method of analysis consists in 
taking the concepts of other economists, running primarily in 
pecuniary terms, and splitting them open to display the human 
facts which are imbedded in them. New categories of income are 
set up, running transversely to the usual classification, and new 
categories of cost and utility running similarly across the old 
concepts. The important thing about incomes is conceived to be, 
not how they accrue to the factors of production, but how they 
affect the efficiency of industrial production and the attainment 
of desirable modes of human activity. Likewise, economic values 
are of importance only as they affect the production of humanly 
useful goods. And so on. Hobson is critical of neo-classical the- 
ory because he thinks that he discerns in it an implicit defense 
of the existing economic order. So far as his theory takes sys- 
tematic form it seems to rest primarily upon a postulate of wide- 
spread stoppages in the competitive process. It is the logic of 
pecuniary activity in a world shot through with differential bar- 
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gaining advantages, contrasted with the logic of society’s at- 
tempt to achieve organic harmony and well-being. For the most 
part, however, logic is not his tool. 

If a loose and broad meaning of “science” be accepted, Hob- 
son may be said to advocate a widening of the scope, an addition 
to the method, and a re-orientation of the purpose of economic 
science. Or, if a narrower view of economic science be taken 
which confines its scope to pecuniarily measurable phenomena, 
he may be regarded as gutting it as a positive science, merging it 
into the somewhat inchoate mass of sociology, or occasioning its 
partial reversion to the ranks of moral philosophy from which it 
sprang. In the field of suggestion rather than performance he is 
allied to the quantitative economists, viewing quantitative analy- 
sis less as scientific performance than as an aid in the art of 
controlling and harmonizing economic activity. Hobson is com- 
monly labeled the chief of “welfare” economists, and his influ- 
ence chiefly arises from pressing home the kind of concrete prob- 
lems upon which economists may usefully expend their energy. 

When one has comprehended the diversity of thought of the 
five men who have been exposed to view he is in a position to see 
the difficulties which beset the bold person who essays to develop 
a general theory of economic life. The difficulties converge upon 
the economic theorist from various directions. He becomes en- 
tangled in psychology, to his almost inevitable discomfiture. He 
is faced by a choice of methods—the systematic formulation of 
principles with the aid of deductive logic, or the accumulation 
and interpretation of data, whether historical, quantitative, or 
descriptive, of a character not readily available for the construc- 
tion of broad generalizations. He must delimit the scope of his 
inquiry. He is under the necessity of relying upon some general 
theory of the nature of the social process. And of such theories 
there is today a glut. He has need of a set of criteria concerning 
the nature, aims, and methods of scientific inquiry, and must de- 
cide which, if any, of the diverse disciplines in the field of natural 
science furnishes the best basis upon the analogy to which a sci- 
entific instrumentality for dealing with social facts may be mod- 
eled. No task of his is more fundamental or more difficult than 
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the creation of a terminology in which social facts can be scien- 
tifically described. He is faced with the fact that the explanation 
of the individual’s relation to social groups has not proceeded 
much beyond the stage of metaphysics. Between the limits of an 
extreme individualistic and an extreme organismic theory of so- 
ciety lies a field for infinite diversity of view. 

Apart from such imponderable difficulties, troubles of a dif- 
ferent sort arise to plague the economist in the very profusion 
and complexity of the objective data with which he has to deal. 
The infinity of economic groups, pecuniary transactions, pro- 
ductive activities, organizations, marketing methods, customs, 
legal restrictions, and human incentives out of which the concep- 
tion of an economic order is compounded permit a wide diversity 
of view concerning the nature and relative importance of the 
forces at work. Moreover, they are with difficulty reduced to 
orderly classification and treatment. Pondering this situation, 
the economist has a range of choice running from the uncritical 
acceptance of traditionally established concepts and categories 
all the way to a complete denial of the possibility of achieving 
sufficient order in this mass of facts to permit generalized scien- 
tific explanations. 

When one perceives the problems which beset an economist 
setting forth to the development of a body of general theory 
which will explain economic facts in a scientific way, the reason 
emerges why the economist himself is so important a factor in 
the situation. Working in the midst of a field of uncrystallized 
ideas and recalcitrant facts, his treatment of them will be condi- 
tioned by his intellectual bents, by the ideas he has accepted in 
the malleable period of his youth, by the range of his reading 
and of the phenomena he has observed, by all manner of influ- 
ences which have shaped what may be called his “point of view.” 
So long as economists looked not askance at the scientific and 
philosophical dogma imbedded in their discipline, they succeed- 
ed in achieving a certain common point of view concerning the 
scope and method of their science. They were carried forward 
on the flow of a tradition. Some such consensus appears to have 
been reached toward the end of the nineteenth century. Or it 
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may perhaps be said to have prevailed throughout the century, 
though disturbed by such streams of thought as the historical 
school and Marxian economics. 

Agreement, however, toward the end of the period was lim- 
ited to the general proposition that economic science, in its gen- 
eral aspects, was concerned with the search for a logically artic- 
ulated statement of the laws which govern the fixing of economic 
values and control the distribution of income. In approaches to 
that problem, personal viewpoints and doctrinal refinements 
abounded. Wider and narrower definitions of scope, subjective 
and objective aspects of economic life, varied applications and 
analytical uses of doctrine, divergent concepts and terminologies, 
had each its professors and advocates. In spite of the sedative 
influence of Marshall’s work, the closing years of the last cen- 
tury and the early years of the present century were marked by 
continuous and vigorous controversy between economists whose 
general positions were not too far apart. Clark’s many friendly 
rounds with BOhm-Bawerk are a case in point, or F. A. Fetter’s 
attack upon Marshall, or the mutual round-robin criticisms of 
Fetter, H. J. Davenport, and Irving Fisher, or Cannan’s critical 
writings. This period resulted in a very great refinement of con- 
cepts, and the infinitely careful elaboration of principles the 
meat of which was derived from Clark, Marshall, or the Aus- 
trians, or all three. 

Unable to agree, apparently wearied by controversy, and 
perhaps impressed by the futility of further refinement of ab- 
stract theory in the face of the complex facts of modern life, 
economists for the most part made an end of controversy some 
fifteen or twenty years ago, and turned their attention more 
largely to a realistic study of the life about them. Textbooks 
continue to be written or revised, perpetuating or combining or 
mutilating their doctrines. Few economists, however, are any 
longer disturbed by the diversity of textbook principles, and, in 
the face of larger issues, it has come to be thought a minor mat- 
ter whence a student derives his knowledge of economic prin- 
ciples, if only it be from a spokesman of the old tradition. Econ- 
omists, so they be “orthodox,” firi themselves today enjoying a 
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restrained amity similar to that which envelops the evangelical 
churches. 

In the meantime, an attitude of irreverence toward the an- 
cient tradition was arising about the turn of the century. Eco- 
nomic historians like Ashley were not impressed by the facile de- 
velopment of static laws. Sidney and Beatrice Webb took to 
exposing the historical roots of contemporary economic organ- 
ization and to protesting against the kind of economic theory 
which would imply the presence of some beneficent principle in 
the competitive order, a work not original in its socialistic bias 
but impressive as a presentation of neglected facts and forces. 
Hobson, also buttressed with historical facts and a knowledge of 
social ills, undertook the comprehensive revision of economic 
theory in the attempt to mold it to the uses of social reform. 
Again, this dissenting attitude took the form, as with Veblen, of 
translating analysis of economic phenomena out of the ideology 
of the physical sciences into developmental or evolutionary 
terms. 

In certain aspects the new attitude took forms which caused 
it to be described as a recrudescence of the influence of the his- 
torical school. Something more than that, however, appears to 
have been contained in it. What appears to have happened was 
an infiltration of ideas from other fields of knowledge. A serious 
inquiry was instituted to discover whether economics might not 
have to revise its discipline in the light of contemporary knowl- 
edge or thought in the natural sciences or in the other social sci- 
ences. The movement was related, and in some degree directly 
indebted, to the effort of William James and others to revise 
philosophy in the light of modern science. The idea of evolu- 
tionary social change was appealed to, as bearing upon the valid- 
ity of statically conceived economic laws. Functional and social 
psychology, anthropology, history, politics, and law began to 
yield their tribute. Crystallizing gradually as a movement, this 
new approach came to center its attention upon the careful study 
of contemporary economic institutions and relationships, viewed 
as the temporary and evanescent aspects of a process of social 
evolution. Veblen was, of course, the outstanding, and for a time 
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almost solitary, spokesman of this viewpoint. But time has re- 
cruited his legions. 

It is a viewpoint that calls for no orthodoxy, with the conse- 
quence that those who work somewhat in the spirit of the new 
movement are at no particular pains to define the scope of eco- 
nomics or to engage in controversy. Whatever falls within the 
sweep of modern industrial or pecuniary relationships is their 
raw material, and their problems are chosen from those aspects 
of such relationships as appear to them important or interesting. 
For the most part the Veblenian disdain of “purpose” has been 
discarded, and they conceive themselves to be furnishing the 
data upon which may be instituted an intelligent policy of social 
control in the interests of the welfare of the race. Thus vaguely 
bound together, the dissenting economists can hardly be regard- 
ed as forming a “school.” Their unity lies mainly on the nega- 
tive side, in a common critical attitude toward economic analysis 
of the traditional sort. On the constructive side they are a race 
of free lances, with rather a common failing for historical re- 
search and interpretation, quantitative analysis, realistic de- 
scription, and only such abstract theory as is necessary to the 
analytical treatment of specific problems. In their interpretation 
economics loses much of its character as a science with a well- 
established body of controlling laws. It is the scientific spirit of 
the investigator, not the accumulated body of truth, that achieves 
the position of importance. 

It has also been said that the economists who work in the 
new spirit are occupied merely with what was in an earlier phrase 
called “applied economics.” That opinion seems to involve a 
misapprehension. For the newer movement represents an effort 
to discover what tale the facts themselves tell, while the older, 
in so far as it was not divorced from theoretical considerations, 
was an effort to describe or explain or modify or justify existing 
institutions and practices in the light of established economic 
truth. Economists have, of course, always been interested in the 
peculiar manifestations of economic activity in their respective 
generations. But the newer trend seems definitely away from the 
older division into “pure” and “applied” economics which holds 
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over from the days when economic truth was deduced from the 
utilitarian philosophy. 

One is in danger of becoming enslaved by tags in any at- 
tempt to classify contemporary economists. To speak, as is often 
done, of “neo-classical” and “institutional” economists may per- 
haps do more to obscure than to clarify the current scene. For 
in the midst of the many difficulties which beset an economist in 
the definition of his task, there have emerged such numerous 
combinations of ideas and such distinctive and personal points 
of view as to defy any authentic scheme of classification. In con- 
sequence it must be admitted that the five economists who have 
been passed in review are to be taken less as examples or leaders 
of “schools” than as illustrations of a strange state of affairs. 
Were other names to be added the gallery would become more 
diverse as it grew more ample, and one would be often at a loss 
upon which wall to hang the portraits. But some rough line of 
demarcation seems to be called for between those who cling, in 
however attenuated a fashion, to the older tradition of scope and 
method and those who conceive the scope of their enterprise in 
different terms. 

Diversity of theoretical approach to economics appears in 
recent years to have been rather more marked in the United 
States than in Great Britain. This is not to say that there are no 
marked trends, but merely perhaps that what is thought of as 
the Veblenian influence has created no such striking counter- 
types of theory. Marshall’s Principles or some adaptations and 
extensions of it have been the main sources of theoretical knowl- 
edge for a generation. Professor Pigou notably perpetuates this 
scheme of thought. Since his work and that of others of the 
Cambridge “school” have, however, been more by way of ex- 
tending its application rather than merely polishing it to greater 
brilliancy, and since they use it, as Marshall wished, as a tool for 
further analysis rather than cherish it as sacred dogma, they ap- 
pear to have justified its continued usefulness in the absence of 
better tools for the theoretical analysis of such problems as at 
present call for attention—problems of trade, poverty, currency, 
and the like. There are in evidence in England reversions to J. S. 
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Mill such as Professor J. S. Nicholson’s, and even sundry ves- 
tiges of Manchesterism, and Austrian theory has been carried to 
a very high level of development by Mr. Wicksteed. Probably 
the train of ideas set in motion by Professor Cannan marks the 
most noticeable trend affecting many younger British econo- 
mists, in the direction not of forswearing systematic theory but 
of supplementing it by a more careful study of the facts out of 
which it grows and by a re-orientation of ideas, particularly in 
regard to the distribution of income. Hobson, however, remains 
the only economist who has developed any comprehensive body 
of dissident thought, and the abstract character of much of it 
separates it from the contemporary American impatience with 
schematic abstractions. 

On the other hand, the British literature of general social 
dissent has been copious. Writers of the type of the Webbs and 
Mr. Tawney are somewhat allied to Veblen in their view of the 
transience of institutional arrangements, in their delving for ex- 
planations of existing economic modes of action, and in their 
analysis of institutional trends. Such an attitude is naturally es- 
sential to socialistic reformers. In spirit, however, they are much 
more closely allied to Hobson’s dogma that economic facts are 
inevitably charged with ethical meaning, and that the econ- 
omist’s labors may not abstract that meaning, nor be dissociated 
from it. An equally propagandist use of economic organons of 
thought has been widely practiced in defense of existing forms 
of economic organization, but not usually by any but amateur 
economists. 

On the whole, effective thinking has been largely turned 
away from more general theoretical considerations and has been 
concentrated upon the ways and means for the provision of fu- 
ture well-being fcr the nation. In a country so beset as England 
by economic problems, so torn by group conflicts, so uncertain 
as to the future basis of economic and political control, it is not 
surprising that the broader analysis of economic processes should 
be somewhat in a position of decline. Indeed, the social basis for 
such analysis is most unstable. Should the present distressing 
conjuncture, however, lead into a period of comparative com- 
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posure, it is to be supposed that some attempt will be made to 
give concrete meaning to Marshall’s opinion that his Principles 
was by way of becoming “waste paper.” 

In the United States the theoretical scene is more complicated 
and difference of opinion runs more on strictly intellectual lines. 
Theorists who work within the limits of the orthodox tradition 
seem each to have a personal and characteristic slant, and such 
wide variations of emphasis and treatment are to be found as 
separate Professors Taussig, Davenport, Fetter, and Fisher, to 
mention no others. Taussig displays a liberal eclecticism similar, 
both in spirit and in results, to Marshall’s. Professor Fetter, 
trailing originally in the train of Clark and the Austrians, has at- 
tempted a revision of the psychological postulates of economic 
theory to relieve it from the taint of hedonism, and he conceives 
the important trend in economics to be the emphasis upon the 
human factors which lie behind the price system. Professor 
Davenport, narrowing economics to a study of prices, has within 
the bounds set conducted a highly illuminating investigation of 
the logic of business enterprise under the pressure of pecuniary 
motivation, relieving economics of all ethical associations and 
placing in high relief the acquisitive character of economic activ- 
ity. Professor Irving Fisher, with the aid of a mathematical 
training, has carried farther than any other American the inves- 
tigation of the mechanics of the principle of utility. He is the 
nearest American approach to the continental mathematical 
school. He exhibits, as do other mathematically minded econ- 
omists, that infinite precision of analysis which a mathematical 
training appears to engender. But precise deduction demands 
precise postulates, and it is around the postulates which support 
a deductive-mathematical analysis of prices that much of cur- 
rent theoretical disagreement in economics centers. 

The absence of any really original work in the field of sys- 
tematic theory during the past decade or two seems to indicate 
that some sort of obstacle has been encountered. Various views 
may be taken. The established body of theory may be thought 
fairly satisfactory and in need of little revision. Or the prevail- 


*See Memorials of Alfred Marshall, p. 490. 





792 PAUL T. HOMAN 


ing theories may be thought somewhat futile, as representing 
conclusions too simple to explain satisfactorily even the restrict- 
ed groups of phenomena with which they are concerned. Or the 
construction of generalized and technical theories of value and 
distribution may appear a less fruitful use of time than the in- 
vestigation of other aspects of the economic system. Or one may 
be skeptical of the possibility of reducing the complicated and 
changing facts of modern economic life to a logically articulated 
system of general principles. All these points of view are to be 
found represented among contemporary American economists. 
Whatever the causes, there is no doubt that American economists 
have been turning their attention more largely into other fields 
than their concern for systematic theory. And when one turns to 
survey their occupations in these fields there are few criteria by 
which to group or classify them. 

There appears little reason to doubt that most economists 
entertain the idea that they should perform some function in the 
world beyond the development of theories. They are pretty uni- 
versally, and one would say rightly, bitten with the notion that 
they should be providing data which will assist in the intelligent 
formulation of public policy in regard to banking, tariffs, im- 
migration, railways, and similar important matters, or in the ad- 
justment of the interests of economic groups. Almost all are, to 
that extent, exponents of the idea that economics should pro- 
mote welfare. The increasing complexity of modern economic 
organization may be supposed to have provided absorbing and 
restricted fields of investigation which have lured economists 
from their wider speculations. So far has this specialization de- 
veloped that many economists are almost unspotted with any 
taint of theoretical knowledge beyond some few general ideas 
that they have retained from university days, or are without in- 
terest in it except in so far as their specific work demands some 
theoretical background. Plainly, a man may collect statistical 
data upon Mexican immigration or the wages of miners without 
regard to his opinions upon the marginal productivity theory of 
wages. 

The fact remains, however, that the background of general 
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theoretical ideas with which an economist enters upon his career 
is liable to be influential in affecting the decision as to what sub- 
jects he will undertake to investigate, and crucial and decisive as 
to the form in which he shall cast his problem and the terms in 
which he shall elucidate it. For example, the statistical study of 
business cycles, which has lately come to the front of the atten- 
tion of many competent economists, while it of course attracts 
economists with every theoretical bias, seems particularly to fas- 
cinate men who have discarded theories of the “normal” action 
of economic forces and who are interested primarily in discover- 
ing what tale the facts will tell. This observation appears to fit 
the American more than the English situation, due, one would 
suppose, to a more general adherence of English economists to 
systematic bodies of doctrine. The more wedded an economist 
is to normalizing theories, the more ready he appears to be to set 
up hypotheses in explanation of cycles, and the more his expla- 
nation seems to run to the operation of accidental or “abnormal” 
factors in the situation. Conversely, one’s views upon the causa- 
tion of cycles appear to react upon his general theory; for ad- 
mitting the “normality” of cycles casts doubt, not upon the log- 
ical correctness, but upon the explanatory usefulness of theories 
of normal value or normal wages. It is probably no exaggeration 
to say that recent investigations into the causes of cycles have 
done as much to destroy adherence to older types of theory as 
any other single cause. And it has led to the casting of their 
problems by many economists into terms of a changing process 
rather than into terms of a static situation. 

The economists who pursue their investigations undirected 
by older theories cannot be contrasted sharply with the expo- 
nents of orthodox theory. #or they do not write logically sys- 
tematic treatises. They cannot, since their original assumptions 
preclude them from so doing. Nor do their fields of objective in- 
vestigation mark them off sharply, since they share these fields 
with economists of more traditional general views. But to some 
distinguishable degree they produce results of a sort not obtain- 
able in the light of traditional assumptions. A point of view, of 
course, is one thing, and its application to economic analysis is 
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another. “The institutional approach to economic theory” is be- 
coming a standardized phrase in the United States; but it gains 
content only by acquaintance with the projects of a variety of 
economists who interpret it in diverse ways. And, such is the 
evil way of formal categories, one may classify under it the work 
of men who do not apply it to themselves. Under the circum- 
stances, it is invidious to mention names, and also perhaps dan- 
gerous to one’s reputation for perspicacity. But one needs must. 

The late Professor Carleton Parker may, if one is permitted 
a certain looseness of his categories, be regarded as an important 
influence in the development of the new viewpoint, in spite of the 
objective smallness of his contribution. He broke new ground in 
the attempt to bring a realistic psychology to bear upon the ex- 
planation of economic processes, and stimulated the recently 
considerable activity along that line. Professor J. M. Clark, also 
requiring a stretching of our classification, pursues his investiga- 
tions into what he, like his father, terms the field of “dynamics.” 
But his analysis of overhead costs carries him to conclusions 
which do not permit themselves to be subsumed under, or sub- 
ordinated to, any scheme of static or normal theory, since cyc- 
lical variations, excess productive capacity, human short-sight- 
edness, and similar disturbing phenomena enter too decisively 
and too permanently into his economic scene. 

Perhaps Professor W. H. Hamilton is as extreme and as ar- 
ticulate an exponent of the institutional approach as can be 
found. In both his study of wages and of the coal industry one 
may find an analysis of those diverse features of the social proc- 
ess related to changing legal precepts, technical developments, 
social groupings, business conditions, and acquisitive practices 
not amenable in his view to reduction to the customary concepts 
of economic analysis. The income and cycle studies of the Na- 
tional Bureau of Economic Research represent a type of statis- 
tical analysis at least dissociated from systematic theory, though 
its ultimate bearing upon the validity of such theory is hardly at 
present determinable. Mr. H. G. Moulton has found monetary 
facts too complicated to conform to the simple monetary theories 
that usually pass as corollaries to general economic theory, and 
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has felt it necessary to explain them, with a minimum of abstrac- 
tion, with reference to the whole financial structure of present- 
day society. The field of legal-economic ideas seems in recent 
years to have exercised a particular fascination for some minds, 
and this interest has pushed Professor J. R. Commons, in Legal 
Foundations of Capitalism, far in the direction of a counter-type 
of economic theory of a sort that he calls “behavioristic,” in con- 
tradistinction to the “mechanistic” quality of both orthodox and 
Veblenian theory. 

One may, however, make an end of such citations. They 
serve no purpose beyond indicating certain channels down which 
the institutional interest is flowing. They prove nothing concern- 
ing the validity or usefulness of one type of analysis or another. 
On the side of concrete performance, institutional economics ap- 
pears still in a position to show a becoming modesty. Its great 
merit appears to have lain in stimulating interest in historical 
and descriptive work, and in unloosing a youthful experimental 
spirit upon economic analysis. Since a certain contempt for old 
ways and'‘old thoughts marks its adherents, it has still to show 
that, in the everyday analysis of economic affairs, it has a firmer 
grasp of facts or a sounder organon of thought than economists 
of more orthodox leanings. It appears, indeed, that in the anal- 
ysis of details and of concrete data, the intellectual divisions of 
economists are often not too pronounced. It is when the area of 
discussion broadens to consider the wider, the less observable or 
measurable, the more speculative aspects of economic life that 
divergence of thought sharpens into active disagreement. But 
one cannot say that the divergence is negligible or unimportant, 
since a general point of view may in the long run exercise a re- 
markable objective influence, as the history of economic thought, 
or merely of thought, amply testifies. 

Since there exists such unanimity of opinion that economists 
may best be occupied during the present generation in providing 
a more thorough knowledge of the nature and social effects of 
the economic environment, one is forced to the opinion that the 
unsettled state in which economic theory finds itself arises, not 
merely out of the complexity of the facts with which it deals— 
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though this no doubt adds to the confusion—but more particu- 
larly out of the confused currents of thought which prevail in the 
modern world at large. There is no mere family quarrel in eco- 
nomics; one sees there an illustration of the intellectual world at 
odds with itself. Economic theory was developed with its roots 
driven into utilitarian philosophy. It developed as the mechan- 
ics of self-interest in a competitively organized world. It has 
gradually changed its form by concessive adjustments to other 
ideas than those that furnished its early sustenance. It has large- 
ly cast off the agency, if not the guiding principle, of utilitarian 
ethics. Allowance has had to be made for abeyances in the com- 
petitive process, and recognition given to the complex of forms 
which are in their totality called the competitive system. The 
hedonistic view of human nature has given way to varying 
modifications or complete denial. Darwinian ideas of perpetual 
change have shrunk universal laws to mere principles applicable 
to a given time and place. Concepts applicable to a relatively 
simple economic organization have had to be revised to fit a situ- 
ation of infinite complexity. Such adjustments as these many 
economists have found it possible to make while remaining true 
to the central problem, the value problem, the central method, 
the method of logical deduction, and the central scientific pre- 
conception, the mechanical analogy, of the science. It is this loy- 
alty that permits them to be grouped as “orthodox.” It is their 
varying manner of making the adjustments that accounts for the 
diversity of their systematic doctrine. 

The major division of economic thought has arisen, how- 
ever, in the twentieth century, not from these internal diversities 
within the bounds of an honored tradition, but from a denial of 
the adequacy of the adjustments and a denial of the validity of 
the remaining norms. It is not to be denied that the study of 
prices and markets constitutes a profitable use of the economist’s 
time. For it is through the guidance given by the price system 
that, under our present arrangements, economic activity takes 
on the semblance of orderliness. The protest is rather against 
a too exclusive attention to the problems there encountered, 
against the terms and concepts in which economic analysis has 
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proceeded, and against the limitation of scientific performance 
in the field of economics to analysis of the price-making process. 

The sources of these denials are of the most varied sort. 
Partly they arise out of observation of current economic phe- 
nomena. It is a competitive postulate alone which gives system- 
atic orderliness to economic theory. Competition has become to 
many economists, however, something to be investigated, not as- 
sumed. Current business practice takes on an aspect less and 
less recognizably related to the ideal competition of the economic 
treatise. The competitive system, as the principal regulator and 
co-ordinator of economic activity, can now be plausibly denied, 
with a good show of evidence drawn from the practices of volun- 
tary business and labor combinations, from collectivistic legisla- 
tion and the regulatory activities of governments. The study of 
the price-making process thus tends to become more an objective 
study of the practices which condition it, and less an elaboration 
of the mechanics of competitive activity. Moreover, faith in the 
social efficacy of competition is worn thin, and the spiritual de- 
scendents of those who once advocated laissez faire are now con- 
cerned, not with extending the bounds of individual freedom, 
but with achieving some desirable modicum of public control. 
Nor does control any longer mean to them, as it did to J. B. 
Clark and the authors of anti-trust legislation, the enforcement 
of competition. 

In like manner, over the whole economic field the complexi- 
ties of business practice are turning assumptions into problems 
for investigation. Simple monetary theories are giving way to 
detailed examination of the agencies and effects of credit. Sim- 
ple wage theories are neglected before a wider examination of 
the conditions of the efficient application of labor in industry. 
Simple theories of international trade stand aside while the na- 
ture, extent, and effects of national regulation are examined. 
Simplicity and logical coherence in economic theory are, in im- 
portant circles, no longer deemed sufficient. They are being 
submitted to the inexorable test of their relevance to objective 
reality. 

This concern for realistic data, while it has been a factor in 
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limiting the acceptability of economic doctrines, has perhaps had 
less effect in actively reshaping economic theory than a new 
ideology which has found its way into economics from such va- 
ried sources as philosophy, psychology, and natural science. It 
is an ideology which is affecting all the social sciences alike, 
drawing them together, and obscuring their characteristic fron- 
tiers. History is becoming more a “genetic” account of the de- 
velopment of human societies. Anthropology is less a system of 
classifying races through skull measurements and more a study 
of the functional content of primitive cultures. The law is be- 
coming less a body of principles and more a heterogeneous ex- 
pression of bygone sanctions of conduct, as modified in the light 
of a new and changing social situation. Political science is turn- 
ing from philosophical theories of the state to the comparative 
study of political institutions. And so in economics, the search 
for sweeping generalizations is being subordinated to finding by 
what chain of circumstances our present institutions came into 
being, how they at present work in detail, whither they are carry- 
ing us, and by what means and to what ends we can direct their 
future development. 

Run ultimately to its source, if one may hope for ultimates, 
this enveloping movement away from the concepts and intellec- 
tual systems of the nineteenth century seems to be primarily 
traceable to the evolutionary principle. The usefulness of this 
principle as a standpoint from which to conduct a scientific in- 
vestigation of social phenomena is at last being widely, if tenta- 
tively, tested. Its applicability to social development has been 
fortified by historical studies, and its acceptance hastened by its 
timely appearance just in the midst of a period of very rapid so- 
cial change. Gingerly handled by earlier economists, it was used 
for purposes of a rather half-hearted modification of econom- 
ic theory, by picturing the competitive system as the agency 
through which “survival power” was tested. It was Veblen, as 
we have seen, who first pressed home its wider implications, in- 
volving a denial of the fixity of any human institution including 
the competitive system. Since then statically conceived systems 
of economic doctrine have been somewhat on the defensive. 
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The evolutionary idea carried with it an implication of 
the organic character of human society, bringing social theory 
around full-circle to a medieval idea, but in a radically different 
setting. It seems of minor significance for economic theory 
whether organic analogies applied to society be taken as literal 
or metaphorical, the negative fact being that they have under- 
mined the individualistic terms and concepts in which economic 
theory has been couched. The economic process in recent years 
has thus come more commonly to be treated in terms of organic 
functions rather than of contending individuals. 

The evolutionary principle as applied to economic theory 
has been buttressed by the influence of modern psychology. The 
so-called “psychological school” of economists achieved its name 
by stressing the subjective factor in the valuation process. But 
those economists who have recently emphasized the bearing of 
psychology upon economics have usually had a different idea in 
mind. They are frequently men who consider the analysis of 
value as a minor technical aspect of economics, not its whole sci- 
entific scope; and they expect to get from psychology, not a the- 
ory of value, but a working explanation of why human beings in 
organized society act as they do. The prevailing answers, im- 
ported from psychology, have run partly to the influence of an 
instinctive “original human nature,” partly to that of the ration- 
al faculties, but predominantly to environmental factors, of 
which the chief are institutionalized habits of action. Conse- 
quently a psychologically valid explanation of economic behav- 
ior is presumed to demand an account of the prescriptive force 
of established forms of action upon human behavior. It is the 
changing character of these forms that calls for the application 
of the evolutionary principle. And it is the fact of such change 
that leads to a widely held view of the purpose of economics as 
furnishing economic data upon which the rational faculties of 
man may base the intelligent guidance of a changing situation. 

Of such stuff has been built up that counter-type of economic 
thought which belittles both the usefulness and scientific valid- 
ity of the generalizations arrived at by an essentially mathemat- 
ical process of logical analysis in static and individualistic terms. 
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The point of view is not one which originated within the field of 
economics, and it has been best expressed by writers not them- 
selves professional economists.’ Though subject to variations 
due to the fluid condition of contemporary psychology and to 
the varying judgments of the applicability of biological analogies 
to social development, it forms the ideological setting within 
which a great many economists, especially younger ones, frame 
their work. The viewpoint is foreign to the thinking of many 
economists whose methods of economic analysis have been 
shaped by other influences and who conceive this range of ideas 
irrelevant to the economist’s peculiar tasks. It is no doubt this 
difference in the sources from which contemporary economists 
secure their general ideas that accounts for the unbridged gap 
which separates them. 

To display in so sharp a contrast the antithetical points of 
view which condition the theoretical thought of contemporary 
economists is, no doubt, to distort the picture. Most economists, 
probably, do not define their position so sharply. The contrast, 
nevertheless, appears necessary to an explanation of why a situ- 
ation approaching an impasse has arisen in the field of economic 
thought. It has seemed the part of wisdom to avoid too definite 
a use of such current phrases as “neo-classical economics,” “in- 
stitutional economics,” and “welfare economics,” since they ap- 
pear to have an overlapping connotation. When, however, one 
has seen that some economists assume a psychological and insti- 
tutional situation as a point of departure for their reasoning 
while others wish to examine the postulates, that some conceive 
the task of economic science to be the reduction of economic 
phenomena to an orderly presentation of controlling laws while 
others wish rather to explore the intricate pattern of modern life, 
that some work more in terms of physical, and others of biolog- 
ical, analogies, the more fundamental cleavage of thought ap- 
pears to emerge. 

This cleavage, as developed by the more ardent champions 
of the opposed points of view, appears to take the form of anti- 


* As, for instance, by John Dewey in The Reconstruction of Philosophy; C. 
H. Cooley, in Social Process; and Graham Wallas, in The Great Society. 
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thetical dogmatisms. It has about it the general cast of a theo- 
logical controversy. By definition, economic science is to be 
couched in individualistic or organismic terms; by definition it 
is to deal with value or with economic behavior in a larger set- 
ting; by definition it is to be static, dynamic, or evolutionary. 
One suspects that the advocacy of the evolutionary, or genetic, 
or institutional approach to economic theory as the sole defen- 
sible approach conceals 2 dogmatism and a naive faith as funda- 
mental as the nineteenth-century system of natural liberty, and 
quite as pronounced as that entertained by any intelligent con- 
temporary advocate of orthodox economic analysis. If it is true 
that the broader generalizations of orthodox theory are difficult 
of acceptance in our complicated world, it is not less true that 
institutional economics has no tool to substitute for deductive 
analysis in coping with many problems of economic cause and 
effect. Professor Pigou’s work would seem to prove that orthodox 
tools still perform a useful service as surely as Professor Mitch- 
ell’s work is a demonstration of the uses of quantitative analysis 
applied in the light of institutional preconceptions. 

It may well be, as Marshall contended, that the important 
thing for an economist is that he be armed with tools adequate to 
the tasks of analysis which he undertakes, and that economic 
laws are of secondary importance. Even so, the general ideas 
within which he frames his specific tasks are an essential com- 
plement of his kit. Perhaps, in a world so buffeted by diverse 
currents of thought, no unanimity of general theory is to be 
hoped for. One might wish, however, that economists would 
spare more time from their narrower preoccupations to contem- 
plate the construction of a framework of thought which could 
command more general agreement, and remove at least the cen- 
tral scientific area of their discipline from the shriveling blast of 
every intellectual wind that blows. 

One might develop to much greater length the diversities of 
opinion that exist in tangled confusion in the minds of contem- 
porary economists, running from the scope of the subject and the 
scientific method to be used down to the minutiae and subtleties 
of specific theories. Such a task, however, goes beyond the pur- 
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pose of the present essay. The confusion of the picture cannot 
but indicate the fact that economic science is caught in that wider 
confusion of thought which is typical of the present generation. 
The growing complexity of economic data only adds to a confu- 
sion which has its roots in changes in the technique and canons 
of thought in such diverse fields as natural science, philosophy, 
and psychology, and the varied application of ideas obtained 
therefrom to the analysis of social facts. The simple faith of the 
nineteenth century that the life of society in its totality might be 
scientifically explained has departed from our midst. The devel- 
oped scientific technique for the analysis of economic activity 
has fallen under a cloud. 

The situation need not, however, be diagnosed as a turn for 
the worse. Under the impulse of enormous curiosity, impelled by 
the pressing character of economic problems, economists in in- 
creasing numbers and with improving technique are amassing 
data which permit the light to play upon the detailed processes 
of our social organization. The social sciences are being thrown 
into closer co-operation and dependence. Society in detail is un- 
der the microscope in unprecedented fashion. That society in 
the large is too extensive to fit under any instrument yet created 
need not be too distressing. So long as the scientific spirit contin- 
ues to animate those who search for the obscure causes of eco- 
nomic effects and the obscure effects of economic causes, one 
may with some equanimity accept the fact that they fall short of 
unanimity in their opinions. Whether economics in the future 
shall consist of a body of doctrines, or a body of facts scientif- 
ically ascertained, or a technique, or more or less of one and an- 
other, is on the lap of the gods. There appears to be a place in 
the general scheme of things for technical studies of the price 
system, for studies of changing economic processes and institu- 
tions, and for philosophical appraisal of the meaning of econom- 
ic life. By what methods these tasks may best be performed is to 
be tested in the crucible of time. And just when any results shall 
have passed over into the sacred precincts of scientific truth will 
wait upon professional consensus in some future period when 
men’s minds are more generally agreed. 
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One may not journey through the diverse fields of economic 
thought in our own times without soon discerning that, afflicted 
with the myopic quality of the human understanding, men may 
not agree upon which are wastes and which are meadows. One 
recalls, with sympathy, the thought which came to Henry Adams 
as he pondered over the development of mundane affairs from 
the twelfth century to the twentieth: that unity gives way to di- 
versity, simplicity to complexity. Axioms defer to questions, and 
certainty to groping. Caught in the swift stream, economists, 
like others, are swept past the familiar landmarks. In the pres- 
ence of a new and bafflingly complex phase of economic develop- 
ment, of novel philosophies, and of fluid scientific concepts, they 
are grappling as they may with their problems. Lest they slay 
one another, instead of their enemies, they may well give some 
attention to defining their central scientific task and to forging 
instruments of thought adequate to its performance. It is in the 
realm of ideas, more than of facts, that the issues are drawn. In 
this realm it appears of some importance that economics, if it is 
to retain the semblance of a science, should lay itself less open 
to the remark of a character of Disraeli’s that “few ideas are cor- 
rect ones, and what are correct no one can ascertain.” 

Pau T. HoMAN 

CoRNELL UNIVERSITY 





THE FEDERATION OF CATHOLIC WORKERS 
OF CANADA 


[Concluded] 


III. AIMS, PRINCIPLES, AND POLICIES 


One cannot read far in the literature of Catholic unionism 
without being impressed with the flavor of other-worldliness 
that finds place in tract, press, and constitutional preamble. The 
ultimate concern of its founders has not been especially the 
economic condition of the worker, but rather the moral and spir- 
itual condition, economic betterment being sponsored as con- 
tributing to the latter. The language is to a large extent the 
language of the Church: biblical passages are frequent; its con- 
stitutions are avowedly based on papal encyclicals.*_ One reads 
of moral and spiritual interests as frequently as of weekly bud- 
gets, and sees at work the influence of divine institutions that 
are not open to question. There is in the thought of its leaders 
a demand for certain rigid principles to serve as anchor posts 
against irresponsible change, and to prevent the tendency to 
drift in the direction of radical materialism. This demand can 
only find its answer in those absolutes that have come through 
divine revelation. Hence we find the habit of carrying back all 
questions of principle and examining them at the bar of religious 
authority; and hence also the presence of the functioning priest 
at union and conventional meetings. All these things tend to 
contribute a tone and a color to the movement that are not to be 
found in other labor movements in America. 

As for the ideal which Catholic unionism sets before its 
members, as compared with that of other labor movements, it 

* The papal encyclicals on the social question are said to connect with the 
teachings of Albert Le Mun, writing at the close of the French Revolution, and 
of Count Montalambert, of the royal House of Orleans, who wrote frora his im- 
prisonment under Napolean III. The first of these called attention to the folly of 
revolution as a method. The latter was an outspoken opponent of socialism. The 


kernel of their constructive doctrine was to lead the workers away from extreme 
methods by means of the church. 
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holds up a world in which the institutional framework is not 
greatly changed from our present capitalistic order, but where 
justice and charity rule the relations of men. In it the employer 
will be led to give a square deal to the workers, and the workers 
will be happy in affording to him the best of their services. While 
the assertive and the acquisitive notes are sounded at all times 
in terms of “rights,” they are compensated for throughout, to a 
degree rare in trade-union literature, by the emphasis that is 
placed upon reciprocal “duties.” 

Above all, he who would have a true appreciation of Catho- 
lic unionism and its fundamental rules and processes of thought 
must keep in mind that, whatever it may become in the future, 
it has not been in Canada in the past a workers’ movement. Al- 
though the contact with the concrete problems of life has brought 
its lay leadership into more prominence as time has gone by, it 
was in its beginnings a movement engineered by a religious in- 
telligentsia, scholars interested in the problem of industrial re- 
lations for itself, and probably motivated by a desire to increase 
the hold of the mother-church upon the lives of the people and 
to maintain pure the traditions of French Canadianism. The 
workman was the plastic material on which they wrought. By 
a careful working of the ground from the bottom they were able 
to make the fully prepared and authoritative code of principles, 
as embodied in the various constitutions, an actual and dominat- 
ing force in the operative life of the movement. The President at 
the Quebec convention, speaking of the valuable services ren- 
dered to the movement by the retraites fermées,’ said, “This 
movement by virtue of its being Catholic is not like others: in 
order to love it, to follow it, it is necessary to be a Catholic, to 
think as a Catholic, to be completely permeated by the Catholic 
doctrine 

The pages which follow will be devoted to a discussion of the 
attitude of the movement toward private property, freedom of 
contract, class relationship, strikes, wage determination, and 
the many other moot questions of labor relationships. 


* The retraites fermées are retreats for meditation, prayer, and religious con- 
ferences. 
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Catholic unionism takes the position that the institution of 
property is divine in its origin and must be accepted and upheld. 
It finds ground for this position in the teaching of the church.* 
Thorough and consistent in this belief, its leaders have written 
in condemnation of the nationalization of public utilities, rap- 
ping the American Federation of Labor for even discussing in 
convention the government ownership of railways.* 

In view of the fact that the institution of private property 
exists and will remain, society must be composed of two distinct 
classes, a working class and an employing class, whose differing 
interests must be defended by different organizations. Yet the 
constitution of the Federation declares: 


Distinct organizations and different interests do not mean opposed in- 
terests and inimical organizations. Two moral persons, as well as two indi- 
viduals, can speak to each other, understand each other, live in good under- 
standing and even in friendship. The F.C.W.C. in principle and in practice 
disproves the theory of those who claim that capital, capitalists, and em- 
ployers are born enemies of labor, workers, and wage-earners. It claims, on 
the contrary, that employers and employees must live agreeing with each 
other. 


Similar statements with regard to class relations and in op- 
position to the Marxian doctrine of class struggle are ever recur- 
ring in their literature. Along with disapproval of the socialistic 
and bolshevistic attitudes to private property and dislike of 
materialistic ideas, this fear of their workers becoming victims 
of the class-strife philosophy is one of the chief reasons for their 


* A strong statement of the position was made by the Sunday orator, Father 
Lapointe, at the 1923 convention of the Federation. Speaking of the topic of 
the master and the vineyard and the former’s right to pay eleventh-hour men as 
much as any others if he chose, so long as he abided by his contract with all con- 
cerned, the Reverend Father said: “As for the eleventh-hour men, am I not free 
to dispose of my goods? The whole social question is there. On one side we have 
a great proprietor, on the other the workers. Between them stands a free contract 
for work. There are discontented peopie who would have been ready to strike, if 
they had known what was going to take place. This is the society of all time. It 
is the natural society. People cannot change it; it will endure until the end of 
time. In the meantime, our Lord sees in it the kingdom of God if men allow jus- 
tice and charity to reign” (L’Action Sociale Catholique, August 13, 1923). 


* Tract 10. 
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policy of isolation from all other unions other than the avowedly 
Christian unions of Europe. 

Not only is the right of organization a right which all men 
have received from nature itself—the right of association—and 
not only is it useful and advantageous to the workers, but also it 
is a necessity to them on account of the character of the present 
industrial order. In the first place there is always the danger of 
the neutral® organizations getting a further foothold with their 
false philosophies and violent methods, to the detriment of the 
country’s industry and the ruin of the Catholic worker, both in 
his working reputation and in his moral character. For this 
reason there must be home organization which must be Catholic 
and national. In the second place, industry, trade, finance, and 
the liberal professions are already grouped into organizations, 
and it behooves the workers to organize in turn to deal with 
them. Organization of both interests, with each side speaking 
only through its organization, is the way to harmony, through 
trade agreements, conciliation, and arbitration machinery and 
mutual good will.® 

No matter what machinery for the settling of disputes is set 
up, however, nor how much the parties mutually recognize and 
respect each other’s rights, there can be no harmony between 
employers and employees until they can agree upon the same 
fundamental doctrines. Until then there can be no common 
basis of understanding. “The starting-point is that employers 
and workers should be unanimous as to the conception of their 
reciprocal rights and duties.” “The unity of directing principles 
and of fundamental doctrines is . . . . the first and indispen- 
sable condition of the agreement between employers and work- 
ers.” 


But the question arises, “Who shall make that unity?” 
“Who shall proclaim the doctrine defining the reciprocal duties 


* The adjective “neuter” or “neutral” occurring frequently in the union lit- 
erature refers to absence of creedal or denominational preference or reference to 
religious authority. 


* Cf. tracts 4, 15, 18, 21. Also F.C.W.C. constitution, Art. 1. 
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of employers and workers? What power, above all, shall impose 
them upon one and the other?’””’ 

In this extreme emphasis, and especially in the answer to 
the question, the Catholic movement definitely separates itself 
in theory, and in many of its activities, from the rest of the trade- 
union movement in Canada, and, according to the opinion of 
many, makes practically vain any hopes of Canadian labor find- 
ing common ground on questions where, in the interests of prog- 
ress, it should stand as a unit. For the reply of Catholic syndi- 
calism is that “it [the F. C. W. C.], for one, believes that this 
function properly belongs to the Catholic church, . . . .” and 
that “It knows, . . . . that the church asks and claims for 
itself this indisputable doctrinal authority and supreme direc- 
tion in labor matters.”* Furthermore, it professes to look for 
guidance to the definitions and rules of conduct outlined in the 
encyclical letters of Leo XIII and fundamental rules of Pius X, 
giving them “its full adhesion.” The Quebec National Central 
Trades Council, whose statement of principles is a fair sample of 
all constitutional preambles, states that: 

Because it recognizes that the church alone has a right and is qualified 
to say where, in the so-called labor matters, are to be found the true and the 
false, the just and the unjust, the good and the bad, what is permitted and 
what is forbidden, this council, in the pursuit of its object, will entirely and 
religiously comply with the teachings and directions of religious authority.° 


And the explanation of this attitude is not so much any 
avowed desire on the part of the church to interfere in all phases 
of life, such as the industrial and commercial, but rather that in 
the labor question itself it finds factors and activities which do 
come within its own particular jurisdiction. Abbé Hébert, of 
Montreal, in his expository letter to the 1922 convention, an- 
swering the question “Why is this syndicalism Catholic?” writes: 

. . . . It behooves us to comprehend that the ground upon which the 
workings of the labor syndicate is operated is a groundwork where the prin- 

" Art. I of constitution of F.C.W.C.; see Eleventh Annual Report on Labor 
Organization in Canada, p. 27. 

* Art. I of constitution of F.C.W.C.; see Eleventh Annual Report on Labor 
Organization in Canada, p. 27. 

* Copied in Ninth Annual Report on Labor Organization in Canada, p. 49. 
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ciples of Christian morality find constant application. Take for instance the 
question of strikes? Is a strike permissible? . . . . A strike to be fair must 
conform to the rules of justice in its ways and means. But who will decide 
whether a strike which has been declared is right and just, and who will fix 
the limit to which it may extend, without interfering and injuring the rights 
of others? Unless there is admitted to be some authority capable of defining 
with certainty the just limit of things permissible in social matters, it is 
much to be feared that they [strikes] may become a means of antagonism 
which might be made use of with considerable imprudence and want of re- 
flection.?° 


But we are warned not to think from the foregoing that the 
church controls the labor unions. It is true the churchmen have 
been prominent at general assemblies, and in drawing up the 
constitutions and working rules, and the chaplain is present at 
each union’s meetings with the right to express his opinion. But 
his proper function there is to represent the church. It is for him 
to recall and state the Catholic principles and doctrine with re- 
gard to any question, and ask that resolutions and conduct con- 
form to these. If he deem it necessary, he may require that a 
resolution be submitted to the religious authority whom he rep- 
resents before being put in force; but the practical proceedings 
he cannot initiate, nor has he any vote. “The church does not 
control,” argued Abbé Fortin. “The function of the almoners is 
that of councilors and not controllers.” “The chaplain’s duty,” 
writes Father Hébert, “is to have the statutes respected. He does 
not interfere with the syndicates as long as they act in the proper 
sphere.” 

The system thus provides for a dividing line throughout be- 
tween the moral and spiritual issues on the one hand and the 
purely economic and acquisitive on the other, the one set con- 
stituting a realm of principles and coming within the jurisdiction 
of the church and its agents, the other being more a matter of 
ways and means, plans and activities, that are for the most part 
the chief interest and responsibility of the workers. This does 
not mean that the two stand with respect to each other in any 
objective isolation; any practical project may develop a moral 
aspect, and, conversely, many projects undertaken for their spir- 


* Programme—Souvenir (1922), p. 70. 
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itual value will require plans and activities quite without the 
sphere of the church. The cleavage is rather a subjective one, 
and the two groups working within the movement in the closest 
possible relation perform their respective functions in the mold- 
ing of its ends and accomplishment of its objects in what seems 
to be the greatest harmony. 

One phase of the church’s function as the definer of prin- 
ciples is to determine the mutual rights and duties of the two 
parties. The Quebec Trades Council’s code in this matter is 
adopted verbally from the papal declarations and runs in part 
as follows: 

The obligations of . . . . the workmen are these: to furnish entirely 
and faithfully the work which has been agreed upon and according to equity; 
not to wrong the employers in their property or in their persons; in the de- 
fence itself of their own rights, to abstain from acts of violence, and never 
to transform their claims into riots. 

The obligations of . . . . employers are as follows: to pay the work- 
men a fair salary; not to interfere with their just savings either through 
violence, fraud, or open or hidden usury; to give them the liberty to accom- 
plish their religious duties; not to expose them to corrupting seductions or 
to the danger of scandal, nor to deter them from the family spirit and love 
of thrift; not to impose upon them work out of proportion with their 
strength or ill-suited to their age or sex. 


Underlying all other principles stand the concepts justice 
and charity, the two great norms out of which all others must be 
derived in a system which holds groups and individuals alike 
responsible to the tribunal of conscience. Of the two, “there is 
a right to a claim only when justice is wronged.’”** Nevertheless 
it is intended that the relations between employers and employ- 
ees shall not be carried on in terms of cold justice alone, for 
there “is an obligation for the rich and those who possess to 
assist the poor and needy; . . . .” and “the poor, on their side, 
must not be ashamed of their poverty; they must not disdain 
the rich man’s charity, . . . .””** 

It is justice, therefore, tempered with charity that is to be 

™ Ninth Annual Report on Labor Organization in Canada, p. 49. 


* Ibid., p. 49. 
™ Ninth Annual Report on Labor Organization in Canada, p. 49. 
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the rock upon which the whole structure of principles is to be 
built and which is to serve as the foundation of the code for the 
determination of every dispute. Just how far this principle of 
charity is to be pressed it is difficult to say. The records are 
rather confusing. In some cases it is clear that the writer is 
thinking entirely in terms of alms-giving, mutual benefit, and 
private insurance societies, etc., in which capitalists and laborers 
alike should take an interest and thus be drawn together. At 
other times it seems that charity is to sweeten justice in the de- 
termination of the conditions of work and even the wage rate 
itself. 

As should be expected, principles of wage determination 
constitute one of the difficult problems. “The precepts of true 
equity,” wrote Leo XIII in his letter, Rerum Novarum, require 
that the wage correspond in an adequate manner to the work 
performed.” 

This rather ambiguous phrase, “correspond in an adequate 
manner to the work performed,” is interpreted by Abbé Lacroix 
to mean “equivalent to the economic value of the labor per- 
formed,”** and by M. Charpentier the whole statement is made 
to mean “The wage will be equitable only when it assures to the 
workman, in the distribution of profits, a share proportionate to 
the share he has contributed in the production.’”* But the Pon- 
tiff, without stopping to provide a method for determining the 
fraction of the total that the worker is responsible for, goes on 
to introduce a new principle by saying that since God expects 
him to live by his work in the ordained system, “then wages 
must not be inadequate to the maintenance of a sober and honest 
workman.” Again he groups together two concepts in a manner 
not necessarily in disharmony, and yet rather unsettling, when 
he says: 

Among the principal duties of the employer, that of giving to each 
proper wages must be put in the first place. In determining a fair measure 


of wages there are certainly many viewpoints to be considered. But in a 
general way let the rich and the employer remember that to exploit poverty 


“ Tract 23. * Tract 24, 
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and hardship and to speculate on indigency are things which divine and hu- 
man laws equally condemn. It would be a crime calling for vengeance from 
heaven to rob anyone of the fruit of his labor.?® 


A lay writer, M. Charpentier, following through the concept 
that the wage should equal the worker’s contribution to the 
product, argues that since workers are not equal in their strength, 
skill, and experience, and hence in their contribution, therefore 
“the principle of the uniform wage is not just”; but later he 
pares down his own principle in order to make it practical of 
application in the following words: 

In our time the excessive division of work has cut up many trades: un- 
der such conditions it would not be wise to pay all the workmen of a shop 
according to their individual competency. Since they are doing but parts of 
jobs, justice requires that they should be classified by groups when it comes 
to finding a basis of appreciation for the work. The result is that a scale of 
salaries is absolutely necessary. And this same scale, in order to be fair, 
must rest on a minimum salary based on a minimum of work.17 


Again, in this same connection, Father Hébert writes: “To 
hold that the time spent at the different trades is the only stand- 
ard of salary is to preach an arrant socialistic principle,” but 
“, . . the custom is established in large concerns of paying 
the workmen categorically, of fixing the scale of salary accord- 
ing to the nature of the trade.” And then, for good measure, he 
adds, “It is no longer the personal value of the workman that 
establishes the rate of salary; it is rather the importance of the 
trade.””** 

Support is found for the minimum wage in a statement of 
Pope Leo, where he declares: “Above their [the employers] 
free will, there is a law of natural equity which is still higher and 
a great deal older, viz., that the salary should not be so small as 
not to allow the thrifty and honest workmen to live.” And as an 
indication of what a minimum should involve, Father Hébert, 
voicing the divine concern for the family institution, says, “The 
worker must receive enough remuneration for his work to enable 
him to give his children, if he cannot give them considerable 


* Quoted from Tract 23. 


™ Tract 24. * Programme—Souvenir (1922). 
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comfort, at least the daily bread and means to allow them to 
create for themselves a suitable future.” He looks forward to an 
ideal condition in which the charity concept bulks large when he 
prophesies the coming of “the day when the employers, inspiring 
themselves with the principles of Catholic morals . . . . will 
strive to give to the work of the workman an economic value suf- 
ficiently increased to allow him to make sure of his own as well 
as the living of his family. It will then be the reign of charity 
rendering justice fruitful for the benefit of mankind.” 

The constitution of the Quebec council talks of wage deter- 
mination in terms of both concepts, viz., the cost of living, and 
the amount and quality of service performed by the worker. 

It is difficult to see where Catholic unionism has contrib- 
uted much that is new in this matter. As compared with other 
labor movements in America it deserves credit for trying to find 
a theoretical basis for setting the wage rate. It may, and prob- 
ably does, press to advantage in some instances the simple char- 
itable plea for gentler and more Christian methods wherein the 
employer does not exact all he might in a given state of the labor 
market; but indications are that it often works against the in- 
terest of the worker by keeping him from fighting for all he 
might if organized in a more militant union. Apart from this, 
propably the most important practical points to note are:*® (1) 
that it stands for the principle of the minimum wage; (2) that it 
opposes uniformity, but favors a scale of wages, the scale to be 
determined in the collective trade agreement. 

As to who shall be the parties in the joint meeting to decide 
on what the wage scale shall be, while there are statements to be 
found favoring local joint councils (see for example Tract 7), a 
declaration of the Quebec National Central Trades Council 

*In actual practice the wage scale is a compromise between conflicting in- 
terests, as is the case elsewhere. The employer talks in terms of what his business 
can afford; the employees, in terms of their needs. The employer, it is said, 
sometimes acquires an ally in the priest by threatening him with the loss of the 
industry to his parish if he cannot get workers at the wages he proposes. On the 
other side, the very fact of the increasing emphasis on co-ordinated organization 


shows that the employee’s share in the distributed product is not independent of 
the strength he is able to show to back his demands. 
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reads: “[There] will necessarily be war if the wages paid are 
below the fair price, which is determined neither by the will of 
the employers, nor even by the agreement of the employers and 
the men in their employ, but by the cost of the necessaries of 
life and the share of the worker in production.” The implication 
is that it is a matter for the whole trade. 

Standards for working conditions are also a thorny matter. 
In its statement of principles the National Catholic Trades 
Council of Quebec numbers among the obligations of employers 
that they shall not impose upon the workers “work out of pro- 
portion to their strength or ill-suited to their age or sex.” 
Father Edmond Lacroix, chaplain of the plumber’s union, writ- 
ing in the same connection, quotes from Rerum Novarum: “To 
demand an amount of work which, by thickening the faculties 
of the soul, crushes the body and consumes its strength to ex- 
haustion, is a line of conduct which neither justice nor humanity 
can tolerate. Man’s activity, limited as his nature is, has limits 
beyond which it cannot go The number of hours in a 
working day must not exceed the measure of strength of the 
worker.’ And again, “It is for the employers to see to it that 
the workman has sufficient time to give to piety.” 

At the convention held in Three Rivers in 1919 a resolution 
was passed in opposition to any compulsory uniform working 
day. It ran as follows: 

The Congress expresses the opinion that any measure tending to decree 
a fixed number of hours as constituting the legal working day in all indus- 
tries is an arbitrary, unwise, and inopportune measure; but it believes and 
maintains that the duration of working days must be such as to insure the 
workman a reasonable time to recuperate, fulfill his duties as a husband, 
head of a family, citizen, and Catholic, and to meet the well-understood 
needs of commerce, industry, and finance.?* 


J. R. Beaudoin, commenting on this resolution, says the 
eight-hour day for all industries is “arbitrary, unwise, and inop- 
portune” because it interferes with the worker’s freedom to de- 
termine the duration of his own working hours; it fails to take 


* Ninth Annual Report on Labor Organization in Canada, p. 49. 
™ Tract 23. * Ibid. * Copied in Tract 17. 
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account of the intensity of work in different industries; it fails 
to recognize that climatic conditions are not the same every- 
where. In Canada, for instance, the building trades can only be 
carried on part of the year, as distinguished from the same work 
in the United States. Hence the worker should be allowed to 
work longer hours in the former during his working period. “It 
is better,” therefore, “to lay down luminous principles which 
safeguard the workman’s rights and to be inspired by local cir- 
cumstances of time and place in fixing hours of labor.”* 

In general it would seem that the cause of the shorter work- 
ing day has not been pressed as vigorously by the Catholic 
unions as by the internationals. Where they have occupied the 
field alone they have been more ready to lend ear to the argu- 
ment that the industry cannot stand the reduced production 
that will be involved, and that it must eventually come back on 
the pay envelope. 

On the other hand, numerous resolutions have been passed 
at the general conventions demanding reduced hours and indors- 
ing “the English working day”; and others, directed toward the 
provincial legislature, to procure legislation to compel the earlier 
closing of stores. Similar activities have not been lacking on the 
part of local bodies. Thus in 1920 a demand was made by the 
retail clerks of Hull, members of Catholic syndicates, that the 
municipality should order the stores closed at 7 P.M., as they 
were in Ottawa. And Mr. Morin, of the Hull trades council, 
places among its best achievements the reduction of hours among 
its various syndicates. Strikes also have taken place in which 
shorter hours has been a leading demand, as, for example, among 
the Montreal carriage-makers. 

Regarding the matter of shop control and industrial democ- 
racy, so-called, Catholic unionism restricts the voice of labor 
purely to the labor aspect of industry. This is well defined by 
Hébert when he writes: 

The employer has a right to his freedom He who conceives an 


enterprise and who bears its risks should retain control of his business. If 
the laborer, member of a union or not, is permitted to discuss the standard 


* Tract 17. 
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of salaries, the physical and moral conditions under which he works, he has 
no right to interfere in the management of the shop or factory or threaten 
arbitrarily with a suspension of work his employer anxious to remain his 
own master. And that which is right in the direction, is equally so in the 
execution of an enterprise.*5 


Nevertheless, he contends, this leaves room for the estab- 
lishment of fundamental rules covering working conditions for 
a whole trade, and for collective agreements with employers by 
the different unions, and argues that modern industry requires 
them. Moreover, “Catholic syndicalism ... . urges the for- 
mation of joint committees of employers and employees for the 
establishment of working conditions . . . . and conciliation 
and arbitration for the settling of difficulties.” 

Catholic unionism strongly emphasizes the principles of con- 
ciliation and arbitration, and would permit no cessation of work 
while such proceedings are pending. Arbitration is to be volun- 
tary except in the case of public utilities, where the compulsory 
element is advocated. The convention at Three Rivers adopted 
the following resolution: 

In the interest of good order in the community and of harmony among 
the social classes, and for the purpose of avoiding unfortunately too fre- 
quent strikes, this congress recommends, as a normal means of settling dis- 
putes and of solving conflicts which arise between employers and workmen, 
conciliation and the principle of free arbitration on the basis of equal repre- 
sentation in the selection of arbitrators and with the mutual agreement to 
accept the decision of the court as final. 

The substance of this measure, which finds its authority in the 
teaching of Leo XIII, was later embodied in the F.C.W.C. con- 
stitution. 

Conciliation is urged on all occasions as the means of over- 
coming difficulties and arriving at a good understanding; but 
when it fails, steps toward arbitration must be taken. With re- 
gard to arbitration, the chief features are: (1) the uniform dec- 
laration of intent to offer it and urge it upon the employer; (2) 


* Programme—Souvenir (1922), p. 77. 

* Programme—Souvenir (1922), p. 74. A considerable discussion regarding 
the formation of industrial councils composed of the two parties to establish 
working conditions and adjustment of grievances took place at the Chicoutimi 
convention. See Labor Gazette (1920), p. 1351. 
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the preference for the plural tribunal so that the union may be 
directly represented; (3) the manner of selecting the third arbi- 
trator; (4) the course to be followed if the employer refuses to 
appoint an arbitrator.” 


* As a sample of the actual arrangements and procedure when a difference 
arises, the following passages from the constitution of the Quebec Printers and 
Bookbinders National Union will serve: 


ARTICLE XVI 


I. “In case of a conflict . . . . between members of the union and an em- 
ployer, affecting a professional interest, . . . . the members of the union affected 
by the same are required, before any other action is taken, to submit in writing 
their demand or complaint to the executive committee. 

II. “The executive committee shall then employ all means at its disposal to 
bring about an understanding between the parties and affect an amicable settle- 


III. “The executive committee, failing to settle the difficulty, shall report to 
the council. The latter, after an investigation, and after consulting the general 
assembly, shall decide whether there is reason for it to interfere on behalf of the 
complainant. In all cases the complainant shall accept the council’s award. 

IV. “If the council decides there is good reason to interfere on behalf of the 
complainant it shall proceed as follows: “. ... the council shall propose ar- 
bitration to the employer. If the employer accepts, the council shall appoint 
an arbitrator; the employer shall appoint his own, and these two arbitrators 
shall appoint a third. The arbitration tribunal thus constituted shall hear the 
parties, make an investigation, and render its decision, which shall be final and 
binding upon the parties concerned. In case the two arbitrators appointed, one 
by the employer, the other by the council, cannot agree on the selection of a third 
arbitrator, they are to ask the Church authorities to designate one. If the em- 
ployer rejects either the proposition of arbitration or the appointment of the 
third arbitrator, as hereinbefore provided, the council shall submit the whole 
matter to the church authorities for the necessary directions. 


ARTICLE XVII 


“Pending all these negotiations, the member or members concerned are to 
remain at work, or their cause shall be abandoned by the executive committee or 
council, and they shall be expelled from the union” (Ninth Annual Report on La- 
bor Organization in Canada, p. 51). 

In regard to the selection of a third arbitrator, however, when the two arbi- 
trators appointed by the disputing parties fail to make a selection the Church au- 
thorities are not asked by all unions to make the choice. Sometimes a judge of 
the superior court is to be called upon. In some cases, again, it is provided that 
where the employer refuses either to arbitrate or to co-operate in naming the 
third arbitrator, the whole matter in dispute is to be submitted to the Dominion 
government authorities. Others, the Lachine syndicate, for example, do not com- 
mit themselves definitely by constitution, but where the employer refuses arbitra- 
tion “the assembly will take the most effective measures to assure the respect of 
legitimate rights 
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With regard to government employees and workers in public 
utilities, we can do no better than quote from the federal con- 
stitution: 


The F.C.W.C. believes that employees in the various municipal, provin- 
cial, and federal services, as well as employees in public utilities, have, as 
well as all other workers, the right to form among themselves organizations 
having for their object to secure and maintain for the various classes of em- 
ployees reasonable working conditions. The F.C.W.C., however, refuses to 
recognize to the organizations, the members of which accomplish services 
indispensable to the good order of the community, the right to use the strike 
even as a final means of securing the triumph of just claims. But it demands 
from the public authorities that they establish, for the settlement of dis- 
putes between these employees and their employers, arbitration courts 
whose decision would be final and binding on both parties. Such courts 
should be able to deal with disputes concerning all the working conditions of 
such employees.*® 


Up to 1923 the machinery of the provincial Trades Disputes 
Act (1901), which provides for a registrar of conciliation and 
arbitration with power to offer or to arrange for mediation and, 
if necessary, for tripartite arbitration boards, has never been 


called upon by the Catholic unions, they having preferred to 
rely on their own machinery. Statements were made, however, 
at the 1923 convention of the Federation which would indicate 
that a change of attitude is taking place.” 


* Constitution F.C.W.C., chap. i, quoted in Eleventh Annual Report on La- 
bor Organization in Canada, p. 27. Previously, at the Three Rivers convention, it 
was resolved: “The Congress recommends the arbitration courts, with power to 
give a compulsory award, for the solution of disputes concerning the working 
conditions of firemen, policemen, and waterworks employees, and that in the or- 
ganization of such arbitration courts, the government adhere to the principle of 
having the arbitrators appointed by the parties concerned, even in the case of 
appeal courts.” This last clause would seem to indicate a determination always 
to have at least one person on every arbitration board who shall be familiar with, 
and who shall stand ready to champion, the interests and principles of Catholic 
unionists; also a distrust of the personnel that might be named by government 
authorities. Abbé Hébert, commenting on the same point, says, in Programme— 
Souvenir (1922), p. 75, “If it has the law to intervene, it is not in order to have 
the arbitrators named by the government; it is solely to give a more efficacious 
sanction to the decision rendered by the arbitrators chosen by the two sides.” 


* For terms of Trades Disputes Act, see Labor Legislation in Canada (1920), 
PP. 291-04. 
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From quotations already given it will have been inferred 
that Catholic unionism does not place its dependence on the 
strike as a chief means for obtaining its objects. With its accept- 
ance of the economic order any discussion of a general strike is, 
of course, out of order. Some of its leaders have boasted that it 
is the greatest force for order, and that since its rise Quebec has 
been a model for the rest of Canada in the matter of industrial 
unrest. Others have condemned strikes that have been called 
by leaders of international unions as quite unwarranted. Cer- 
tainly in the course of its history it can point to many cases 
where it has spoiled the chances of its rival in promoting strikes 
or in successfully carrying through those already under way. 
The convention at Three Rivers declared itself in opposition to 
the sympathetic strike. 

Turning to the literature on the subject, we find the strike 
roundly condemned by Pope Leo as “detrimental to both em- 
ployers and employees,” harmful to commerce, and “injurious 
to society’s best interests.” The F.C.W.C. constitution says “the 
strike is a dangerous weapon which can only be used as a final 
and extreme means, in certain cases only, and provided the con- 
ditions which in a given case make it lawful are realized.” 

Perhaps the best exposition of the Catholic union’s attitude 
is given by Mr. Gerard Tremblay, secretary of the Montreal 
Secretariat. He argues that “The National and Catholic syndi- 
cates never objected in principle to a just strike 
strike is based on the right of legitimate defense, and upon the 
freedom of work.” But a strike to be just must fulfil four condi- 
tions: 

(1) The strikers must not be bound by any just contract. If, in fact, a 
just contract has been formed between employers and employees, the par- 
ties concerned must make it a point to observe it. [But] it is evident that 
if the contract is not just, the workman is not tied to its clauses. And if the 
employer violates his own contract, the worker has a right to revoke it. (2) 
Strikers must have exhausted all means of conciliation. (3) Strikers must 
have a sufficiently good reason for declaring a strike. This reason must be 
proportioned to the importance of the evils which always result from a 
strike: loss of time, harm done to industry [etc.]. (4) Strikers must have a 


” Eleventh Annual Report on Labor Organization in Canada, p. 27. 
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hope of success. They shall have to weigh with caution possibilities of suc- 
cess or failure. Labor leaders who provoke a strike when they are about 
certain that it will not succeed work directly against the best interests of the 
labor class.** 


Moreover, he notes that in general the advantages derived by 
strikers are far outweighed by the losses they suffer. 

Consistently with its respect for property rights, Catholic 
unionism forbids sabotage in all its forms. Similarly the rights 
of non-strikers must not be trambled on. “Violation of the right 
of property, or of freedom to work, would bind the conscience 
and may even compel restitution for damage done.”** On the 
other hand, “strikers may use persuasion [peaceful] to make 
others cease work.’’** Violence to the person is everywhere con- 
demned. 

The closed shop is acceptable or not according to its purpose. 
Quoting again from Hébert: 

The closed shop has a double interpretation, one conformable to the 
principles of Catholic morals and the other with a taint of socialism. When 
a closed shop has for object the raising of apprenticeship, the bettering of 
trades, and the formation of honest and competent workmen, it may become 
one of the clauses of a just and fair agreement. Jf the employer cedes a 
part of his autonomy he will find ample compensation in abundant and com- 
petent workmanship.5* 


In this statement we have an attempt to bring the closed shop 
into legal consistency with the idea of the employers’ sacred 
right to a free labor market, upon which point also Catholic syn- 
dicalism lays emphasis. But, to continue with his analysis: 
“When on the contrary the closed shop’s only aim is to swell the 
number of members in a union, ostracize non-union workmen, 
and impose on the employer incompetent workmen, it then be- 
comes a principle dangerously subversive of the social order.” 
He goes on to condemn its application by the international 
unions: 


™ Tract 5. The opportunistic flavor of points (3) and (4) apparently aimed 
in criticism at the methods of other unions, would seem to be somewhat out of 
accord with the Catholic emphasis on absolute justice. 

™ Hébert, in Programme—Souvenir (1922), p. 77; cf. also Tract 14. 

* Programme—Souvenir, p. 77. 

“Italics mine. 





FEDERATION OF CATHOLIC WORKERS OF CANADA 821 


If in the international unions the closed shop has raised so many prot- 
estations it is because it has been too often the means, in their hands, of ex- 
ploiting the employer. Wipe out apprenticeship, dominate by the way of a 
big membership, and control industries by the choice of employees; such are 
the diverse aspects under which it has manifested itself in the greater num- 
ber of the international unions. It is not astonishing that under these con- 
ditions it is so badly looked upon and has so little of the public favor.*® 


As a matter of fact the Catholic unions do not press for the 
closed shop except where it involves retaliation against opposing 
unions for past deeds. Some of their spokesmen consider it too 
harsh a weapon, especially in view of the Christian professions 
of the organization. 

More frequently the demand is softened down to request 
preferential rather than closed-shop treatment, and in general it 
may be said that the preferential clause in trade agreements is 
what is pressed for in normal circumstances.*® 

The Catholic unions lend considerable emphasis to sickness 
and death benefits. They are opposed to any form of govern- 
ment insurance for the workers. 


The co-operative method of buying has been favored at va- 
rious conventions and tried out in different centers with varying 


* Programme—Souvenir (1922), p. 12. 

* Because it brings out so many of the points we have been dealing with we 
quote an extract from the preamble of the constitution of the National Union of 
the South Shore Workmen. Clause 3 contains the following: 

“Because the N.U.S.S.W. knows . . . . that the employer, being the master 
of his shop, has the right to employ the workers he wants to, and, on the other 
hand, it claims, relying on the encyclical letter, Novarum Rerum, that the work- 
ers have the right to organize to protect their professional interests and that they 
use their right in asking the employer to give preference, other things being equal, 
to the syndicated workmen, the union will propose to the employers who will 
employ some of its members the following agreement: If they promise (a) to 
give preference to the workingmen of the N.U.S.S.W., (b) not to close the estab- 
lishments in case of disputes, (c) to settle disputes by agreement between the rep- 
resentatives of the union and of the employer, and in cases where this is not 
sufficient, by means of boards of conciliation or arbitration, as described in Article 
37 of the present regulations, the members of the N.U.S.S.W. promise, on the 
other hand, (a) to furnish competent workers who do not belong to foreign 
unions, (b) not to quit work in case of difficulties, (c) to settle their disputes by 
agreement, through representatives of the union and the employer, and, in cases 
where this is not sufficient, by means of boards of conciliation or arbitration, as 
described in Article 37 of the present regulations” (Ninth Annual Report on La- 
bor Organization in Canada, p. 51). 
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success. The most conspicuous case at present is the one at La- 
chine; of lesser brilliance is that at Hull. After two failures 
while under a hired management, it has limited its activities to 
serving evening customers. Contrary to its earlier habits, it sells 
at cost, giving its customers directly the wholesale prices in food- 
stuffs, coal, cord wood, etc. 

Another feature is the workers’ bank, which carries on a reg- 
ular business of receiving deposits and investing them. Both co- 
operatives and banks are generally carried on in connection with 
the district central council; but neither has any claims upon the 
latter for losses, nor do they share with it in their gains. 

While active in the endeavor to influence particular legisla- 
tion in its own interest, the Catholic movement is itself avowed- 
ly non-political. Clause 9 of Article 3 of the federal constitution 
declares “the F.C.W.C. can affiliate with no political parties 
whatever,” and Article 29 states “no discussion of a political 
character shall be tolerated in a congress of the Federation.” As 
if this were not enough, it passed an amendment to the foregoing 
at the Quebec convention this year (1923) reading: “It is for- 
bidden to this Confederation, as to each of its member groups, 
to become engaged, as a political body, federal, provincial, or 
municipal. Neither will it present nor support any political can- 
didate, even though he be one of its members.”’** 

Paralleling the actual rivalry for membership, there runs in 
the literature of the Catholic organization a bitter and unremit- 
ting condemnation of the international movement, both for its 
ideals and its methods as well as for its unfitness by virtue of its 
organization for the Canadian worker. Some of the charges 
brought against it are: (1) That it is lacking in principles of any 
kind, religious or otherwise; and as a consequence is material- 
istic and drifting toward socialism. Any social movement that 
takes a neutral stand toward religion really becomes anti-Chris- 
tian and has no religion anywhere.** (2) That it follows natural 
morals instead of religious morals, and hence practices unjust 


* I’ Action Catholique, August 16, 1923. 
* Tracts 18 and 21. 
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strikes and violent methods.” (3) That it is unpatriotic, destruc- 
tive of the French language in Canada, and un-Catholic.*° (4) 
That it is socialistic, tolerating discussions on various schemes of 
government ownership, and that the Canadian Trades and La- 
bor Congress in particular has been in process of infiltration 
with socialistic ideas for many years, and capable of giving birth 
to workers’ political parties and various forms of industrial 
unionism.** (5) That the Canadian Trades and Labor Congress 
is servile to the American Federation of Labor, and that for 
Canadians internationalism means the loss of independence, the 
sending out of Canadian money, and the loss of leadership by 
men of their own mentality, hopes, and aspirations.** 

A few recent statements are to be found where leaders of the 
Catholic movement have shown some disposition to recognize 
some virtue in their opponents and to work with them for mu- 
tual advancement in particular matters, and instances are re- 
called where the two actually did co-operate; but in the main a 
state of war exists. 

The effect on the internationals has been to weaken their 


” Tract 18. 
“ Tracts 10 and 18. 
“ Tracts 10 and 16. 


“Mr. Joseph Gauthier, representative of the Montreal branch of the In- 
ternational Typographical Union, in his report to the 1921 convention of that or- 
ganization stated as follows: 

“A great movement has been undertaken during the past few years in the 
province of Quebec to do away with the international unions and favor the so- 
called national and Catholic unions in all branches. The most clever men were 
appointed by the clergy jointly with some of the principal industrial men, as well 
as financial influences who are supporters of the movement, to establish and fa- 
vor the national and Catholic unions. Funds were levied and a great campaign of 
propaganda was started and is still going on to ruin the international unions, 
which are struggling constantly to render the work of the Catholic unions inef- 
fective and protect their interest. In spite of their efforts a certain number of in- 
ternational unions have seen their efforts reduced very materially by the intro- 
duction of national Catholic unions’ principles in their ranks. The same unions 
have seen their wages decrease considerably, being at the mercy of their employ- 
ers who took advantage of the division among the union men” (Eleventh Annual 
Report on Labor Organization in Canada, p. 25). 





824 H. A. LOGAN 


hand in the province and—according to the Catholics—to cause 
them to resort to much gentler tactics in dealing with the em- 
ployers.** The internationalists, on their part, admit the injury 
to their cause,“* but they charge the Catholic writers with mis- 
statements as to the policies of international trade unions and 
with abuse of their officers and members.** At different times the 
Trades and Labor Congress has taken steps to combat the rival 
influence. At a special conference at Ottawa, May 10, 1920, it 
was decided to ask the American Federation of Labor to create a 
special fund for publication and distribution of literature in 
French as well as English suitable for presenting the facts in 
their true light. It was also determined to urge each internation- 
al organization to maintain in Canada as large an organizing 
force as possible. These measures were adopted at the following 
convention of the following year.*® 

In response to charges against the internationals of domina- 
tion by American leadership, the Congress prepared and issued 
to the press in 1920 a report based upon a questionnaire sent out 
to the fifty-nine affiliated American organizations. In this it was 
pointed out that the forty-five most important bodies (embrac- 
ing all but 2,700 members of the internationals affiliated) had an 
aggregate of twenty-nine vice-presidents and twenty executive- 
board members who were residents of Canada and members of 
Canadian local unions, and in addition forty-five paid organizers 
operating north of the boundary. In many cases, it was re- 
marked, Canada is defined as a separate district within the inter- 
national union, and in one instance, viz., the International Asso- 
ciation of Machinists, a separate Canadian office is maintained 
and the entire Canadian organization work controlled by the 
first vice-president, who must be a resident of Canada.*’ 

As a refutation of the charge that the Canadian labor move- 


“ Tracts 11 and 3. 

“ Programme—Souvenir (1922), p. 32. 

“ Eleventh Annual Report on Labor Organization in Canada, p. 34. 

“ Ibid., Tenth Annual Report, p. 46. 

“ Proceedings of the Thirty-sixth Annual Convention, Trades and Labor 
Congress, p. 70. 
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ment was “fleeced” through its affiliation with the American 
movement, and that much money was sent out of Canada while 
little was received, the executive council of the A. F. of L. report- 
ed to the 1920 convention of that body that the total of payments 
made into Canada for the year previous by the forty-five leading 
internationals affiliated with the Federation was $835,713, while 
the total sum received from Canada was $617,324, which meant 
a surplus of expenditure over receipts equal to 75 per cent of the 
total cost of organization work in Canada. The report went on 
to state that “while politically the labor movement of Canada is 
as independent of the American labor movement as is the Cana- 
dian citizenship from the citizenship of the United States, yet the 
industrial relations between Canadian members and members in 
the United States has always been a relation unaffected by the 
border line.”’** 

One of the issues which has aroused most public interest is 
the contention of the Catholic movement for representation on 
various public bodies. A resolution at the Montreal convention 
asked the federal government that the Catholic workers be ade- 
quately represented at Geneva. A resolution at Three Rivers re- 
quested that Catholic unions receive representation on federal 
commissions in proportion to their numerical strength in the Ca- 
nadian trade-union movement. 

Following the adoption of the latter resolution there arose 
one of the most stirring incidents in the history of the organiza- 
tion and one that gave it prominence for the first time with the 
people of Canada beyond Quebec. Taking the occasion of the 
planning of a building-trades conference to be held at Ottawa, 
the federal bureau proceeded to the capital and laid its specific 
demands before the Minister of Labor. According to Abbé For- 
tin, who, as general chaplain, was a member of the party, the 
bureau advanced the following claims: (1) that the right of 
Catholic workers to be represented on commissions appointed by 
the government be recognized; (2) that of the thirty delegates 
invited to the building-trades conference, three should be mem- 
bers of the Catholic union. 


* Ibid., p. 71. 
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The latter request was refused on the ground that the De- 
partment of Labor had nothing to do with the choice of delegates 
to the conference in question; that the minister had simply yield- 
ed to a request of the two parties to the industry to send out the 
invitations for them; and that the Catholic unions, not having 
members in the employ of the building trades concerned, were 
not featured in the choice of delegates. This answer, however, 
was not satisfactory to the Catholic organizations. Their cause 
was championed editorially by the Montreal Gazette, and a 
lengthy and heated debate was precipitated in the House of 
Commons by Hon. E. Lapointe, of Quebec, who had introduced 
the delegation to Minister G. D. Robertson. The debate in its 
course called into action Premier Meighen, the Minister of Jus- 
tice, and other prominent parliamentarians. While the labor 
minister’s decision had hinged on the second only of the claims 
put forward by the delegation, the discussion in the press and in 
the House raised the more general first claim and even wandered 
into a weighing up of the merits and demerits of the Catholic or- 
ganization as such and its bearing as a second and rival labor 
body upon the welfare of Canadian industry.” 

A second incident involving the same principle occurred in 
the autumn and early winter of 1921. It came up in connection 
with the appointment of Mr. Tom Moore and Mr. Galipeault as 
Canadian representative and technical adviser, respectively, to 
the International Labor Conference at Geneva. The secretary 
of the Catholic Federation, on behalf of the federal bureau pro- 
tested to the Minister of Labor against his failure to do justice 
to the Catholic unions in this choice. The position taken was 
that a second adviser should be appointed along with Mr. Gali- 
peault and that he should be chosen from the Catholic group. 
Mr. Robertson’s reply was that the Canadian government had 
no choice in the matter, but that the terms of appointment were 
laid down in Article 389 of the Versailles Treaty and required 
that each country’s delegates should be named at the instance of 
the labor organization possessing the largest body of workers. 
Moreover, if a second adviser were narhed, he argued, the Cana- 


“ Debates of House of Commons (1921), pp. 1625-47. 
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dian government would have no right to make a choice in con- 
formity with this demand. This answer was not received with 
satisfaction by the bureau. Its contention was that the peace 
treaty, rightly interpreted, did not say “that the delegates and 
advisers were to be chosen in each country solely by the organ- 
ization with the most workers, nor even that they should be chos- 
en necessarily from among its members; but simply that the dif- 
ferent governments should choose delegates and advisers in 
agreement with . . . . the most representative organization.” 
Minister Robertson, after receiving the indorsement of the De- 
partment of Justice upon his position, stood by his interpreta- 
tion of the clauses in question and the matter was dropped with 
the Catholic unions still protesting.” 

At the 1923 convention of the Federation it was stated by 
President Beaulle that it was hoped that the main principle 
sought, viz., the right of the lesser body to have representation 
on public commissions of all kinds involving labor delegates, was 
in a fair way to be guaranteed by the new government at Ot- 
tawa. 

IV. PROBLEMS RAISED BY CATHOLIC UNIONISM 


Catholic unionism may be characterized as Catholic, racial, 
conservative, and charitable. Over the two last-named qualities 
we need not dwell, for they are calculated to give rise to policies 
which, however much they may be lamented by those who would 
place the emphasis differently, nevertheless carry nothing of the 
element of exclusiveness, and are generally admitted as accepta- 
ble in human relations. 

The demand for national trade unionism as opposed to the 
American connection is doubtless, to some degree, a raison d’étre 
of the Catholic movement. On the other hand it is doubtful if the 
fear of the political foreigner has been as dominant in the minds 
of the promoters as the literature would indicate. It is to be 
noted that there was already a purely Canadian organization in 
the country with which they might have joined in a common pro- 


* From correspondence published in Le Travailleur, February 16, 1922. 


* This has been worked out by giving the Catholic unions the right to name 
the adviser to one of the government delegates at Geneva. 
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test movement against the internationals. An equally significant 
point is the narrow connotation of the words “national” and 
“Canadian” in the minds of many French Canadians of Quebec. 
While it is true that the constitution of the F.C.W.C. gives ex- 
pression to the principle of a true nationalism in the requirement 
that every member must be a British subject, nevertheless the 
whole impression left on the reader who has covered the union 
literature extensively is that the end sought is really racial rath- 
er than national in the political sense. The appeal that has gone 
out to the workers against the internationals is as often couched 
in terms of guarding the French language and institutions, the 
ways of thought of the province, and the reputation of the 
French Canadian as a workman as it is of protecting the general 
Canadian interest against the greater forces of American union- 
ism. In other cases the two ideas are linked together in the same 
appeal.” Putting it briefly, although perhaps too strongly, the 
Catholic movement is a movement for French Canadianism 
rather than for Canadianism in an inclusive sense.” 

Another problem that has arisen in connection with Catholic 
unionism has to do with its religious exclusiveness. Early in the 
history of the movement, shortly after its declaration that mem- 
bership was to be entirely Catholic, Protestant workers com- 
plained that they were given no protection by the new unions.™ 
Feeling the justice of the complaint, and perhaps the dangers of 
their own position, the unions compromised by creating what 
they called “associate membership” through the issue of “ad- 
junct membership cards.” By this provision non-Catholics may 
become members but may not hold office or vote. The arrange- 
ment is only temporary. Protestants are expected, according to 
the rules, as soon as they become numerous enough, to form their 
own distinct sections with their own officers and separate meet- 
ings. While each section “will be developed according to its own 
aspirations and be directed according to the principles of its 
faith,” the two “will have a mutual understanding on a basis of 


" See, for example, Tracts 4, 10, and 25. 

™ For Quebec’s use of term “Canadian,” cf. G. E. Marquis, Annals of Amer- 
ican Academy of Political and Social Science (May, 1923), p. 12. 

“ Ninth Annual Report on Labor Organization in Canada, p. 43. 
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justice and brotherly love in all questions of common interest in 
the united trade syndicate.” 

This idea of a sectional syndicate with the sections following 
denominational lines is one that has been given little attention 
by the critics of the movement; and perhaps rightly so, since it is 
only lately that it has come in for discussion. Nevertheless it is 
in the minds of the leaders today. Holland is regarded as ex- 
emplary in possessing the ideal labor organization. Catholic sec- 
tions are to look to their almoners for interpretation of princi- 
ples; others are to look to their clergy; but all unite their voices 
for affairs of common concern, such as ordinary wage or hour 
demands. In the matter of forming a trade agreement the united 
syndicate speaks to the employer. In this machinery they hold 
they are creating nothing other than is used in Europe and in 
certain fraternal organizations in America. The system in this 
way becomes more inclusive than the Catholic movement is gen- 
erally allowed to be. Yet even when it shall have been modeled 
on this basis it still closes the door to any who are not professing 
Christians. There must be the positive avowal of Christian sub- 
servience and acceptance of Christian religious authorities on 
doctrines of right and wrong. Especially is the clear voice of re- 
ligion needed when the worker’s blood is hot over matters in dis- 
pute; for it is at such times that he is apt to go to extremes and 
to adopt those revolutionary methods which are always bad. 

Apart from this dream for the future—for it is as yet a mat- 
ter principally of the future—it would seem that the present ar- 
rangement, with its inequality within the union, is not calculat- 
ed to give satisfaction to the non-Catholic worker nor to be free 
from the charge of injury to his rights ina free country. A closed- 
shop policy must inevitably practically force him in many cases 
either to accept a membership which is inferior to that of his co- 
workers or to change his home or profession. Moreover, Cath- 
olic unions have been solicited, in some instances at least, to 
eliminate as fast as possible their associate membership. How 
far this question should be presented as academic and how far 
there has been or is a real hardship resulting from a religious 


* Programme—Souvenir du Premier Congress, p. 70. 


* Programme—Souvenir (1922), p. 37. 
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monopoly of the labor market is difficult to learn in view of the 
contradictory statements of the two sides. The Catholics assert 
that everywhere Protestants receive all the protection they need. 
On the other hand, Senator G. D. Robertson, in defense of his 
ministerial acts under the attacks of Hon. E. Lapointe and Sen- 
ator Casgrain, draws a picture of great unfairness, and it is 
claimed that the Department of Labor at Ottawa has been com- 
plained to at various times by Protestants.” 

Numerous expressions have been given in condemnation of 
labor organizing along sectarian lines, not only by neuter union 
leaders, but also by impartial students of the movement. But 
while they have uttered their protest they have suggested no le- 
gal hindrance. Before the eyes of the law, individuals have the 
right to organize for any lawful purpose. Up to the present, at 
least, there has been nothing to prevent a group of workers from 
naming profession of a particular religious faith as a condition 
of membership. If the effects fall upon certain individuals too 
few in numbers to form effective unions of their own, and whose 
conscience forbids them to subscribe to the creed chosen by the 
majority, so much the worse for them. 

Yet where labor organizes on such a basis the effect would 
surely be to cause the law before many years to condemn the 
closed shop as a method of unionism. Nay, more: it is conceiva- 
ble that inasmuch as the right to have effective membership in a 
trade-union group is becoming of great importance to the wage- 
earner, the time may soon be at hand when the state, in its at- 
tempt to maintain equality of opportunity before the law, will 
forbid creedal requirements to appear in the constitutions of 
workers’ organizations. 

Internationalist leaders, however, rely on no such state ac- 
tion. Not by way of legislation against creedal exclusiveness, but 
by way of education from within and practical experience in 
dealing with employers, will remedy come. In view of the thou- 
sands of Catholics that remain in non-denominational unions 
they look forward to the day when Catholic workers will tell 
the church to confine her attention to purely spiritual matters 


™ Debates of House of Commons (1921), p. 1630. Also Proceedings of the 
Thirty-eighth Annual Convention, Trades and Labor Congress, p. 58. 
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and leave the organizations of labor to run their own affairs.* 
Others call attention to the lessening element of religious dom- 
ination at more recent conventions, as compared with the earlier. 
Internationalists are, however, no less eloquent than of yore in 
their condemnation of the exclusive principle. Thus, Chairman 
Wilkinson, of the committee on officers, reports in the 1921 con- 
vention of the Trades and Labor Congress, “It has always been 
the policy of the Congress to avoid at all times the questions of 
religion, and it is difficult for us to understand how the officers 
of a Church can be permitted to have a vital control over the 
decisions of labor organizations, as was shown to be the case 
with the national Catholic unions 

Over against the papal literature, moreover, cited by the 
Catholic unions, calling for the adherence of all Catholic work- 
ers where possible to purely Catholic organizations, have been 
placed the letters of Cardinal Gibbons (written in September, 
1918) and Father Ryan as indorsements by high spiritual au- 
thorities of the attitude of Catholics within the neuter unions. 


Generally speaking, the Irish Catholics of Montreal are quite 
opposed to the judgment of Leo in this matter, and for the most 
part Catholic workers outside of Quebec are not disposed to tol- 
erate his illiberal interpretation. 

From the point of view of unionism as a whole, the most im- 
portant consideration arising out of the Catholic union movement 
is its effect in dividing the forces of labor into two hostile groups.” 


* Cf. P. M. Draper, speech at Ottawa Building Conference, quoted in De- 
bates of House of Commons (1920). 

” Proceedings of the Thirty-seventh Annual Convention, Trades and Labor 
Congress, p. 173. 

“It is claimed by international leaders that as time passes, bringing its ex- 
perience with actual situations, the conventions—and, in fact, the whole Catholic 
movement—tend to become less unlike the older unionism; that in Quebec, as in 
Europe, the tendency is to recede from many of the earlier declared policies and 
idealistic positions. 

“™ The Catholic unionists answer this charge of dividing the labor forces of 
Canada with the rejoinder that there was division before their entry into the 
field; that the Canada Trades and Labor Congress, through its action in expelling 
all but international unions in 1902, is the party most responsible for division. 
Cf. Tract 19. 
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This leads to various results. In the first place it weakens the bar- 
gaining power of labor by introducing an undesirable form of 
competition in the labor commodity. The employers of Montreal 
are well aware of the rivalry that exists, and play off one organ- 
ization against the other. The presence of the second union is 
said to be largely the cause of the cheaper labor prices and the 
smaller number of strikes than in other Canadian centers. In 
different parts of the province the Catholic unions have not hes- 
itated to lend themselves to the frustrating of strikes called by 
internationals, and in the battle for the closed shop each has at 
times had the banishment of the rival organization in mind, rath- 
er than the higher cause of unionism. The internationals claim 
that their progressive demands have continually been balked by 
the Catholics; while the latter boast that one of their chief ef- 
fects on labor activities is to purge them of those radical and 
revolutionary tactics to which all labor movements not founded 
on unchanging principles have a tendency to run. 

Another phase of the weakening through division and the 
uncompromising hostility of the rival factions appears in the re- 
lations with the government.” It is a matter of record in Quebec 
that the two can rarely agree on any project of benefit to labor. 
Each presents its various demands year after year with no idea 
of finding common ground with the other on any question. A 


One matter in which Catholic unionism has been at variance with the 
other labor forces has been its campaign for procuring incorporation of unions. 
The result was that during the session of 1924 the Quebec Parliament passed an 
act respecting professional syndicates providing for incorporation. The act re- 
quires the directors and two-thirds of the members to be British subjects. It 
outlines the rights and privileges of incorporated unions for holding property and 
contracting, and requires them to keep separate accounts for each branch of their 
activities, as well as a general expense account, these special funds being liable 
only for their own debts except in case of a general liquidation, and the funds of 
a mutual benefit or pension account in particular being unseizable save for pay- 
ment of annuities and debts to members. The members of a union are bound by 
its rules and by the terms of its collective agreement with an employer if within 
eight days of the deposit of the agreement with the minister of public works 
they have not resigned from the union. Under the act, federations have the same 
rights and powers as individual unions, with the additional privilege of institut- 
ing councils of conciliation and arbitration for disputes between unions the deci- 
sions of which shall be final when confirmed by a superior court. 
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comparison of the demands, taking them year by year, indicates 
that, so far as a considerable percentage of the total is concerned, 
they are working for much the same thing; but in the means for 
accomplishing their aims there is little agreement. The policy of 
the Catholic unions of drawing up their measures in the form of 
complete parliamentary bills before presenting to the govern- 
ments cannot be expected to bring any abatement of the difficul- 
ty. Confronted with requests that will give satisfaction to only 
part of the organized labor of the province and which may even 
give offense to the remainder, the government is naturally slow 
to take action of any kind. In the meantime the Catholic union- 
ists are complaining at their conventions of the inattention of 
the legislature to their demands, and the internationalists are 
charging, not apparently without some justification, deliberate 
favoritism by the provincial government to the Catholics.** One 
of the best examples of labor defeating its own ambitions through 
the division is found in connection with the endeavors for many 
years to pass an adequate workmen’s compensation act. Admit- 
ting their failure to accomplish legislation directly, the two labor 
bodies began to call for a royal commission to investigate and 
report. But in their divided condition they have lacked the 
strength, in the face of the opposition of insurance companies, 
lawyers, etc., to get such a commission appointed. 

From the point of view of the federal government, Minister 
of Labor Robertson stated the situation very well in his famous 
unrequested lecture to the Catholic Federal Bureau members on 
the occasion of their visit to Ottawa in January, 1920, when he 
requested them to “honestly and earnestly endeavor to find some 
method whereby [their] organization can work in more complete 
harmony with the other organizations representing labor in this 
country, and at least stop the growing friction that exists 
Unless there is harmony and unity of action [he added] the gov- 


* See utterances of Premier Taschereau, quoted in Canadian Annual Review 
(1922), pp. 680-81. Cf. also Proceedings of Thirty-eighth Annual Convention, 
Trades and Labor Congress, p. 86. 

“ Proceedings of the Thirty-eighth Annual Convention, Trades and Labor 
Congress, p. 83. 
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ernment is placed in a most embarrassing position in dealing 
with the presentations that are made.” 

If we turn from considering the matter from the point of 
view of trade unionism and examine it in relation to the future 
of Canadian democratic government and the life of the Domin- 
ion as a united people, this new force making for a more com- 
plete Quebec bloc can only be regarded as unfortunate. After 
the schools and the press, trade unionism has come to be one of 
the greatest of our educative forces and a leading agency in the 
formation of public opinion. It would seem to be a distinct loss 
to the commonwealth if this most recent avenue of communica- 
tion and mental influencing were to be closed, or reduced, like 
the others, to a condition of fractional functioning. 

H. A. Locan 


RanpoLtpH-Macon WoMEN’s COLLEGE 


House of Commons Debates (April 6, 1921), p. 1712. 





INDIVIDUAL CYCLES IN STOCK PRICES 


I. THE SIGNIFICANCE OF INDIVIDUAL STOCK-PRICE CYCLES 


Many writers upon economic subjects have endeavored, 
with more or less success, to prove a sequence in the fluctuations 
of the various curves which indicate the progress through the 
business cycle of various types of agricultural, industrial, and 
financial activities. For instance, it has been held that price 
changes in the case of farm produce and raw materials precede 
price changes in the case of manufactured products and other 
finished goods; and that the price changes of certain products, 
such as house furnishings, usually take place after fluctuations 
in the wholesale price curve of all commodities. 

Apart from considerations of sequence or lag in curves of 
economic significance, some literary discussions have centered 
about the relative amplitude of the cyclical fluctuations of these 
curves. For instance, it has been said that the prices of raw ma- 
terials fluctuate more widely than the prices of finished goods, 
that wholesale prices fluctuate more widely than retail prices, 
and that price curves as a whole have a greater cyclical ampli- 
tude than do curves indicating physical production of commodi- 
ties. In addition, various inquiries have also been made with 
regard to the amplitude of successive cycles of the same curves. 

Investigators of statistical economic data also have learned 
to appreciate the importance of taking into consideration the 
secular trend and the seasonal variation of the curves which 
they study, when their purpose is to combine a number of sepa- 
rate curves. 

An index curve of some economic phenomenon may be, at 
one and the same time, both an indicator of the current situation 
in one field of business and also a forecaster or barometer of 
some other economic function having a later cyclical sequence. 


* Wesley Clair Mitchell made a comprehensive statistical attack upon this 
subject as did the Harvard Committee of Economic Research at a later date. 


835 





836 FORREST B. ASHBY 


For instance, an increase in bank clearings from one period to 
the next may indicate a progressive expansion of commerce and 
industry, and also prophesy a rise in short-time interest rates. 

Of the barometers of general business conditions, one of the 
most widely used and most implicitly credited is the general 
price-index curve of corporate shares, as compiled from the 
transactions upon the New York Stock Exchange and among 
other similar trading bodies. The forecasting effect of the stock 
market with regard to general business conditions is brought out 
strikingly by a diagram published in 1924,’ which compared the 
sequences of the fluctuations in stock prices and the fluctuations 
in the number of pig-iron-producing blast furnaces in simultane- 
ous operation. In virtually every case occurring during the pe- 
riod from 1892 to 1924 a downward slope of the furnace curve 
to a trough was preceded by a decline in stock prices from a 
peak. Further, in almost every case an ascent of the furnace 
curve to a peak was preceded by a rise in stock prices from a 
nadir. 

In creating a general price-index curve of corporate shares, 
the method most commonly adopted is simply to add together 
the current quotations of a certain number of stocks which have 
been chosen as representative issues, and then to divide the re- 
sulting sum by the number of stocks. Successive quotients may 
be then thrown into a relative form ona fixed base. Occasionally 
this method is modified by intentionally weighting the quota- 
tions of the shares of individual corporations or individual in- 
dustries. This weighting may be accomplished by multiplying 
each quotation by a coefficient based upon the volume of the 
stock’s turnover, or by choosing a different number of stocks 
for different industries. 

On some such general index of stock prices many statistical 
researches have been based, in attempts to discover any secular 
and seasonal variations in the stock market; in attempts to dis- 
cover the relative sequence of stock prices in connection with 
other criteria of economic activity; in attempts to discover the 


? The Cleveland Trust Company Business Bulletin (July 15, 1924), p. 4. 
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amplitude of successive stock-price cycles; and in attempts to 
discover the duration of stock-price cycles, as well as any peri- 
odicity which they might possess. 

However, although the so-called all-stock-price index curve 
has received its full share of study and observation, little atten- 
tion has been accorded to the individual stock cycles which, 
classified into various industrial groups, as a whole comprise the 
all-stock-price curve. It seems to have been taken for granted, 
usually, that fluctuations in the general index of stock prices 
have resulted from corresponding fluctuations in the individual 
component stock curves, which seemingly have been conceived 
of as possessing uniform secular trends and seasonal variations, 
uniform cyclical amplitudes, uniform cyclical periods, and a uni- 
form sequence with relation to each other, if, indeed, any se- 
quence at all were thought of as existing among individual stock 
cycles. 

The present study represents an endeavor to tear apart the 
composite stock-price cycle as it appears in its commonly used 
form; to analyze the stock-price cycles of some of the individual 
corporations and industries whose curves as a whole comprise 
the material of the general index curve of stock prices; and to 
test, in some measure, the accuracy of the assumption that the 
price cycles of the shares of individual corporations and of the 
various industries correspond as to amplitude, relative sequence, 
length of cycle, and periodicity. 


II, THE PREPARATION OF THE CYCLICAL CURVES 


Every issue of corporate common stock possesses its own 
cycle of prices, which may be studied independently or as a part 
of any wider survey, and a complete consideration of differ- 
ential stock-price cycles would necessarily deal with the shares 
of all industrial and commercial corporations, whether such 
companies were large or small, of long standing or newly estab- 
lished. However, the prosecution of such a complete study is 
not practicable, because it would serve no generally useful pur- 
pose, because it would entail an impossible amount of labor, and 
because price data on the shares of many listed companies are 
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not available over a sufficient number of years to warrant any 
worth-while conclusions regarding their price cycles. 

A number of factors had to be considered in choosing the 
curves utilized in this study. In the first place, it is striking evi- 
dence of the rapid development of the corporate form of busi- 
ness organization in the United States that the great majority of 
the stock issues listed upon the New York Stock Exchange 
have been floated within the last ten years, and that the stock 
list of twenty years ago presents a puny appearance indeed as 
compared with the array at the present time. A preliminary sur- 
vey of the available data upon stock prices indicated that any 
wide survey of individual stock-price cycles must be confined to 
the period after 1907 or 1908, and consequently the year 1908 
was chosen as a starting point for the stock curves used in this 
study, although certain of the curves have their inception in 
later years, and although other curves could have been extended 
further into the past. 

In the next place, the problem presented itself of choosing 
stocks appropriate for the present survey. It was of course de- 
sirable to scatter the chosen curves more or less evenly through- 
out various major industrial fields, and at the same time to study 
the curves of leading companies. Further, only those stock- 
price curves could be used which were not too much distorted 
by reorganizations, stock dividends, and stock subscriptions, 
since such distortions prevent the application of statistical laws 
to the data. 

Owing to these restrictions, the operation of discovering ap- 
propriate stocks for price analysis was attended by considera- 
ble difficulty. In some industries, such as the textile field, no 
usable curves at all could be found, even when the investigation 
was extended to the listings upon Canadian exchanges, owing to 
the fact that no such stocks had been continuously dealt in over 
any very considerable period. In other instances the prices of 
stocks moved so frequently from one level to another, owing to 
bankruptcies, reorganizations, assessments, and stock dividends, 
that no connected curve of their fluctuations could be calcu- 
lated. A typical example was the common stock of the Cudahy 
Packing Company, a western meat-packing corporation, the 
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outstanding capital stock of which expanded from $12,000,000 
in 1910 to $17,249,500 in 1924, owing to a reorganization in 
1915 and the declaration of three stock dividends, $2,000,000 
in 1915, $2,750,000 in 1916, and a 25 per cent stock dividend in 
1919. To adjust a curve for so many changes in level, occurring 
over such a short period, would introduce so much of an element 
of error as to vitiate any conclusions to which study of such a 
curve might lead. In other cases, such as the food-products in- 
dustry, no worthy representatives of the group could be discov- 
ered, the only usable stock-price curves in the food-products 
industry being those of two biscuit companies. In other in- 
stances, only one representative of a group could be used, which 
could hardly present a sufficiently comprehensive index of the 
industry to warrant any conclusions. 

A detailed investigation of available companies and their 
financial history resulted in the choice of the following stocks, 
as classified by industries: 

Group I—Iron and Steel: Republic Iron and Steel Com- 
pany, United States Steel Company, Sloss-Sheffield Steel and 
Iron Company. 

Group II—Railway Equipment: American Car and Foun- 
dry Company, American Locomotive Company, Pressed Steel 
Car Company. 

Group IiI—Automotive Industry: General Motors Corpo- 
ration, Studebaker Company, B. F. Goodrich Company. 

Group IV—Railroads: Pennsylvania, Atchison, Topeka & 
Santa Fe, Atlantic Coast Line. 

Group V—Industrial Equipment: Westinghouse Electric 
and Manufacturing Company, Allis-Chalmers Company, Chi- 
cago Pneumatic Tool Company.® 

Group VI—Coppers: Anaconda Copper Mining Company, 
Ray Copper Company, Miami Copper Company. 


It appeared upon investigation that these companies were 
large factors in their several industries, that continuous trading 
in their shares had existed for a considerable period of time, and 
that the price-curves of their stock issues could be fairly ad- 


* Listed upon the Chicago Stock Exchange. 
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justed for stock dividends and other changes in their capital 
structure. An effort was made to obtain stock-price curves of 
corporations connected with agricultural production, the prepa- 
ration of food, and the manufacture of textiles, but no sufficient 
number of satisfactory issues could be found. It is worth noting, 
however, that the stock-price curves of the International Har- 
vester Corporation and of the Corn Products Refining Company 
were usable. No satisfactory quotations at all were found for 
textile shares. 

The foregoing list of stocks having been chosen, the prob- 
lems next presented themselves of the compilation of the raw 
data (the average price for each stock by months for the years 
1908-1924, inclusive), the adjustment of these prices for stock 
dividends, and the reduction of the adjusted figures to cyclical 
form by eliminating any seasonal and secular influences incor- 
porated in the raw data. Finally, the three individual cycles of 
each industry had to be reduced to a composite cycle. The 
methods used to accomplish these five steps are explained in the 
paragraphs which follow: 


1. The high and the low price for each month for each of 
the stocks listed above were obtained from files of the Commer- 
cial and Financial Chronicle, and the arithmetic average of each 
high price and low price was calculated to give the figure used 
for that month.* The data for the Chicago Pneumatic Tool 


* Concerning the use of high-low monthly averages as the raw data for the 
purposes of this study, it may be said that some analysts of economic data have 
chosen rather to use, as monthly raw data, absolute prices established upon some 
arbitrarily selected date of each month, while others have adopted the high or 
the low figure of each month as their raw material. It has been claimed, in ex- 
planation of this use of absolute prices instead of average prices, that all chance 
of unintentionally biased interpretation through the smoothing of curves is thus 
eliminated. In other words, any conclusions, if worth while, should be sufficiently 
important to evidence themselves despite any aberrations of the curves due to the 
inclusion of prices which may be temporarily out of line. Further, the calculation 
of the average is avoided. There is much truth in the foregoing statements, but 
it may be said that the practice of smoothing curves is too widely practiced to be 
attacked upon the ground of material inaccuracy. Furthermore, where any 
monthly data are used over a long period of years, any errors due to smoothing 
by averaging the monthly data are infinitesimal in any case, while it is probable, 
after all, that the high-low average really gives the best picture of the month’s 
price condition as a whole. 
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Company’s stock were an exception, quotations for these shares 
being taken from Moody’s annual digest of industrial securities. 
2. During the period covered in this study several instances 
occurred in which the prices of various stocks abruptly shifted 
from one level to another, principally owing to the declaration 
of stock dividends, which reduced the value of each outstanding 
share in direct proportion to the amount of the newly issued 
stock. The method by which stock prices were adjusted for 
these changes is illustrated for the 3314 per cent stock dividend 
declared by the Studebaker Company in May, 1920. The actual 
prices of Studebaker were: 
1920 High Low 
April . ee 104 
590* 
*Ex-dividend. 


By virtue of this stock dividend, four new shares of Studebaker 
were theoretically equivalent to three of the old shares, and con- 
sequently, in order to continue the quotations of the stock on the 
old level, it was necessary to multiply all succeeding quotations 
by the fraction four-thirds, thus giving for later data not the 
actual price of each share of Studebaker, but the theoretical 
price of the stock if the stock dividend had not been declared. 
Such adjustments are not only theoretically sound, but, as a 
matter of fact, in most cases of stock dividends quotations con- 
tinue upon both bases (“including dividend” and “ex-divi- 
dend”) for two or three months, during which overlapping 
period the quotation “including dividend” closely approximates 
the quotation “‘ex-dividend” as modified by the theoretical influ- 
ence of the stock dividend. 

3. Since there is no evidence of any consistent seasonal 
movement in the prices of either railroad or industrial stocks, no 
seasonal influence was allowed for in the computation of the 
cycles used in this study.°® 

*See Review of Economic Statistics (1919), p. 147. Calculations for both 
railroad and industrial stocks for some twenty years revealed a wide scattering of 
monthly link relatives (February price divided by January price, etc.) and no 
distinctive grouping which would indicate seasonal movements. See also The 


Problem of Business Forecasting, by Persons, Foster, and Hettinger, chap. xviii, 
and Agricultural and Business Cycles, by G. F. Warren and F. A. Pearson, p. 253. 
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4. The secular trend of each of the individual curves of (ad- 
justed) raw data was taken out by a least-squares line, and the 
actual datum for each month divided by the corresponding least 
squares ordinate, the quotients thus giving a percentage cycle.° 


*In algebraic terms, the derivation of the cyclical figures may be described 


thus: 
1. The secular trend or line of normal growth was determined : 
a) The mean ordinate is obtained by the formula 


Zyn 


where y equals the annual data (the total of the monthly quotations). 
nm equals the number of years. 
Ym equals the mean annual ordinate. 
In this study the mean monthly ordinate is desired, and hence 
Zyn * 
12°” 


where y,, equals the mean monthly ordinate. 
b) The slope or change of the normal trend line is determined by the formula 
(where the time periods advance on the X axis by years and2X equals zero) : 


Zin*Yn _ 


=x 


a 


where x,, equals the deviation in years from the median point in time. 
¥, equals the annual data (the total of the monthly data). 
a equals the annual change in the trend line. 
But in this study the monthly change on mean monthly data is desired, and hence 


Dxa° 
in og 


1442x5 


where a equals the monthly change in the trend line, when the trend line runs 
through a curve of monthly data. 
2. The monthly ordinates of secular trend thus found are set against the 
corresponding monthly prices (adjusted), and the percentage cycle is calculated 
by the formula: 


where X equals the actual (adjusted) price for each month. 
O equals the secular ordinate for the corresponding month. 
C equals the relative percentage cycle figure. 
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5. Finally, each group of three individual curves was re- 
duced to one composite curve in order to represent the cyclical 
fluctuations occurring in the prices of the corporate shares of 
that industry. An unweighted arithmetic average was used. 
Weights were omitted, since for the purpose of this study (i.e., 
to ascertain the mutual relationships of various stock-price 
curves) it is immaterial whether the number of shares outstand- 
ing, the number of shares traded in, or the gross earnings of the 
business is larger or smaller, within reasonable limits, of course.’ 


Ill. INTERPRETATION OF THE CYCLICAL STOCK PRICE CURVES OF 
SIX MAJOR INDUSTRIES 


All of the conclusions resulting from this study arise from 
the interpretation of the curves which have been evolved by the 
procedure described in the previous pages and which, when plot- 
ted, represent the price cycles of the corporate shares of certain 
individual and of allied industrial companies. The six com- 
posite curves are plotted in the accompanying charts. The inter- 
pretation of these curves, like the methodology of their calcula- 
tion, is a process in which personal opinion and judgment is a 
considerable factor. The discussion which follows comprises a 
survey of the major price cycles of the corporate shares issued 
by the industries covered in this study, after which the relative 
sequence, amplitude, duration, and periodicity of these price 
cycles are considered. However, other relationships and conclu- 
sions may be suggested to anyone who subjects the curves to 
close inspection and analysis. 

Survey of the cycles of the composite stock-price curves of 
six leading industries—The six composite price-cycle curves 
used in this study for the most part have their inception in Jan- 
uary, 1908, one month before the nadir of the great decline in 
stock prices which accompanied the panic of 1907. Swinging 
rapidly upward in March, 1908, stocks advanced to a cyclical 
peak which occurred in the autumn of 1909. A precipitous cy- 

* That is to say, all the companies whose price cycles are used in this study 
are sufficiently large to warrant the use of unweighted averages, while it would 


not be desirable to use at all the price cycles of the shares of companies so differ- 
ent in importance as to necessitate weighting. Continuous trading is necessary. 
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clical decline took place in 1910, followed in 1911 by further 
recessions in some instances. In the fall of 1911 the cycle turned 
upward, and moderate advances brought stock prices to a rather 
low peak in the fall of 1912. The year 1913 was one of price re- 
cessions, more extreme in some cases than in others, and an 
apparent tendency for prices to rebound in the spring of 1914 
was checked and postponed by the approach of the Europe- 
an war. 

The New York Stock Exchange was closed from July 31 to 
December 12, 1914,° and for three months after trading was 
resumed prices remained at low levels, in some cases even reced- 
ing from the quotations of December. A tremendous rise in 1915, 
however, followed by severe recessions in the spring of 1916 and 
a more than equivalent recovery in the autumn, brought the 
stock market as a whole to a high cyclical peak of prices in No- 
vember, 1916. The twelve months of falling prices which fol- 
lowed carried stocks (with the exception of steel and copper 
shares) to an extremely low level, the movement culminating in 
November and December, 1917. The year 1918 was one of 
gradual recovery in most cases, while in 1919 a frenzy of specu- 
lative buying carried the stock market to a new high for all time 
(except for railroad shares, which erratically declined). This 
great cyclical peak was reached in October, 1919, after which a 
year and a half of headlong recessions carried prices to a cycli- 
cal nadir in the summer of 1921. A rather confused increase in 
quotations followed during the next twelve months, a minor cy- 
clical peak occurring in the summer of 1922, after which prices 
fell erratically until the summer of 1923, remaining at a low 
level or receding still further until the summer of 1924, after 
which a recovery took place which continued at an accelerating 
rate through 1925. 

Sequence of cyclical fluctuations in various types of stocks. 
—In pursuance of the general idea of economic sequences, the 
question arises: Do all stock prices rise and fall together in their 
cyclical fluctuations, or, on the other hand, do the prices of cer- 
tain groups of stocks tend to precede the prices of other groups? 


* Limited trading was resumed on September 22, 1914. 
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This belief in sequential movements or lags in stock prices has 
a foundation in this: that if stock prices forecast earnings, and 
if, in the upswing or decline of a business cycle, certain indus- 
tries experience prosperity or depression before other types of 
businesses, then perhaps the shares of companies in the “pre- 
ceding” lines of activity might be bid up or down prior to price 
movements in the shares of companies engaged in “lagging” 
industries. For instance, the price cycle of house furnishings 
shows a tendency to lag behind the price cycle of pig-iron. This 
being the case, the profits cycle of a furniture factory might lag 
behind the profits cycle of an iron and steel company, and con- 
sequently the price cycle of the furniture-company shares, based 
upon the anticipated profits of the company, might lag behind 
the price cycle of the shares of stock issued by the iron and steel 
corporation. 

The results of the present study, however, seem either to 
support the general conclusion that the price cycles of all cor- 
porate shares rise and fall together, or at least to negative any 
belief in a tendency for cyclical price changes in the shares of 
companies engaged in one industry to precede the cyclical price 
changes in the shares of companies in other economic fields. 
In 1908, for instance, the nadir of the stock-price cycle was 
reached in February by three industries—industrial equipment, 
railroad equipment, and steel—while the nadir for railroad 
shares was reached in the following month. In 1909 the high 
point in the stock-price cycle was reached by railroad equipment 
shares in August, by steel stocks and railroad shares in October, 
and by industrial equipments in November. Again, in 1912, rail- 
road stocks reached their cyclical peak in August, and were fol- 
lowed in September by coppers and industrial and railroad equip- 
ment shares, while the rise in steel stocks culminated in Octo- 
ber. In the next cycle the high points of 1916 were reached by 
motor stocks in October, followed in November by the shares 
of steel and copper companies, of industrial and railroad equip- 
ment corporations, and of railroads, while the low point of 1917 
occurred in November and December for all curves, and the 
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high point of all six groups was reached in 1919 either in Oc- 
tober or in November. 

In the price decline which culminated in 1921, however, 
some evidences of confusion appear. Copper shares reached the 
nadir of their cycle in March, 1921, and railroads struck bottom 
in April, while it was not until August that steel, motor, and in- 
dustrial and railroad equipment stocks sank to low points. In 
1922 high points were distributed through several months, cop- 
pers reaching their top in May, industrial equipment and steel 
shares in August, and railroad and railroad equipment stocks in 
October, while it was not until March of 1923 that motor shares 
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reached their peak (from which they immediately descended). 
The stock-price depression of 1923-24 was still more compli- 
cated. Industrial equipment shares reached their low point in 
June of 1923, and from that time onward steadily advanced, 
while railroad stocks, which had suffered only a minor recession 
from their peak of 1922, reached their low level in August, 1923, 
and then turned upward. Steel stocks, though subject to a con- 
siderable relapse in the summer of 1924, also reached their low- 
est point in 1923 (in October). The other curves, representing 
stock-prices of motor, copper, and railroad-equipment com- 
panies did not strike bottom until May and June of 1924. 

The Summary in Table I indicates approximately the 
months in which the shares of the various industrial groups 
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reached the turning-points of their price cycles. The 1913 nadir 
showed two months of low prices, June and November, for all 
curves. 

Amplitude of cycles—Inspection of the curves plotted in 
the accompanying chart leads to several conclusions (more 
clearly brought out in individual charts not printed) regarding 
the amplitude of the stock-price cycles of the several companies 
and industries. In the first place there is a marked variance in the 
cyclical amplitudes of the stock-price curves of the various in- 
dustries. Railroads show the least violent swings in the cyclical 
price level of their shares, while the cycles of motor stocks are 
tremendous. Of the four other groups of stocks, the cycles of 
steel and copper stocks are somewhat wider than those of indus- 
trial and railroad equipment shares. These results seem to be in 
accord with the belief that economic curves which have to do 
with new and semi-speculative industries swing through wider 
cycles than those of more mature businesses, and that curves 
connected with raw materials fluctuate more widely than do 
those which deal with staple finished commodities. 

In the second place, the amplitude of successive cycles of 
the same curve varies. The height of the peaks of 1915-16 and 
1919 may be compared, for instance, with the lesser height of 
the peaks of 1912 and 1922, while the low points of 1921 may be 
compared with the more moderate troughs established in 1911 
by the stock-price curves of the various industries. It is inter- 
esting to note that the several negative cyclical phases through- 
out the period of 1908-24 correspond more closely among them- 
selves than do the positive phases. That is, for instance, the 
all-stock-price peaks of 1919 are much higher than those estab- 
lished in 1922, but the negative amplitudes of the respective suc- 
ceeding depressions are more nearly equal. 

In the third place, it is worth noting that the significance of 
an all-stock-price index number may be destroyed if the curves 
which compose it do not possess similar cyclical amplitudes. For 
instance, the double weight formerly attached to rubber shares 
in one well-known index of the stock market resulted in a distor- 
tion of general market movements whenever the wide fluctua- 
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tions of the prices of rubber shares were not in line with the 
price swings of other types of corporate stocks. 

Length of cycles ——The cycles of the individual stocks con- 
sidered in this study correspond almost exactly in length, and 
the composite cycles of all of these stocks may be summarized 
somewhat as in Tables II and III.’ 


TABLE II 
LENGTH oF CycLES—NapIR TO NADIR 








Nature of 


Years Cycle 





Cycle o (Babson’s 40 stocks), February, 1904- 

February, 1908 Major 
Cycle 1, February, 1908—October, 1911 8 Major 
Cycle 2, October, 1911~November, 1913 Minor 
Cycle 3, November, 1913—-November, 1917 Major 
Cycle 4, November, 1917—August, 1921 Major 
Cycle 5, August, 1921—October, 1923 Minor 














* Cycle 5 might be said with almost equal justification to have continued from August, 1921, to 
June, 1924, or 2 years and 10 months. : 


TABLE III 
LENGTH OF CyCLES—PEAK TO PEAK 











Cycle o (Babson’s 40 stocks), January, 1¢06-October, 1909. . 
Cycle 1, October, r909-September, 1912 

Cycle 2, September, 1912—November, 1916 

Cycle 3, November, 1916—-November, 1919 

Cycle 4, November, 1919-September, 1922 

Cycle 5, September, 1922—December, 1925 











Periodicity of stock-price cycles—The foregoing data pre- 
sent some interesting relationships. The figures for the length 
of the last six cycles of stock prices (from nadir to nadir of the 
cycles) indicate that the cycles run in sets of three (two long 
swings, followed by one short swing) and then repeat. This re- 
currence during the last twenty-one years has occurred with 
mathematical regularity, and the cycles have been major, major, 
minor, major, major, minor. The figures for the length of the last 
five cycles of stock prices (from peak to peak of the cycles) indi- 
cates a duration of roughly three years. Price recessions after 


* Cycle o and Cycle 5 are not plotted on the chart. 
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major peaks seems to occupy about one and one-half to two 
years, and after minor cyclical peaks to occupy one year, while 
the rise in stock-price cycles to major peaks seems to occupy 
from one and one-half to two years, and to a minor peak about 
one year. 

The conclusions resulting from this study indicate the pos- 
sibility of formulating, from time to time, some interesting pre- 
dictions regarding the trend of absolute dollar stock prices, and 
the preliminary draft of this study (written in December, 1925) 
contained the following passage: 

On the basis of this past experience one might make a quasi-prophecy 
at the present time (December, 1925) regarding the probable course of 
stock prices in the future. The stock market has been rising to a major 
peak since the latter part of 1923 or the early part of 1924. The build-up 
period has now run its allotted two years, and a major cyclical decline may 
be anticipated in the near future. The figures on the length of cycles from 
nadir to nadir indicate, on the other hand, that a nadir after the present 
major cycle may be expected in the fall of 1927. Allowing about one and 
one-half years for the preceding decline, one again arrives at the conclusion 
that the stock market is at present upon the brink of a break in prices. 
It may be assumed that leading stocks roughly coincide as to length of 
cycles, and particularly coincide as to the months in which peak prices are 
reached. 


In view of the cyclical movements in the stock market since 
1925, it is rather evident that the prophecy contained in the fore- 
going passage has been more or less completely fulfilled. It is 
believed that when the present post-war maladjustments among 
various groups of stocks have been more fully eliminated, it will 
be possible, from time to time, to forecast market movements 
with considerable accuracy. This, however, is apart from the 
subject in hand, i.e., an analysis of some of the differential stock 
cycles of the past eighteen years. 


IV. SUMMARY 


In summarizing the results of the present study of differen- 
tial stock-price cycles it may be said, then, first, that the stock- 
price cycles of various companies in the same field of business 
correspond closely, particularly in directional changes; second, 
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that the composite stock-price cycles of the analyzed industries 
possess different amplitudes; and third, that these composite 
cycles betray no sequential movements, but, on the other hand, 
move together, possessing the same period, or length of duration, 
and reaching their peaks and nadirs within a month or so of each 
other. Further, during the past twenty-one years these cycles 
have manifested a disposition to recur according to a “rule of 
three,” whereby two successive cycles are major swings, fol- 
lowed by a third smaller cycle. The length of time from the peak 
of one cycle to the peak of the next is about three years, while 
the length of time from the nadir of one cycle to the nadir of the 
next is somewhat less than four years in the first two major cy- 
cles in each set of three and a little over two years in the case of 
the third minor cycle. Lastly, the periods of boom and recession 
in the case of major stock-price cycles usually occupy from one 
and one-half to two years, respectively, while the periods of rise 
and decline in the case of minor cycles are about one year each. 


Forrest B. ASHBY 
UNIVERSITY OF PENNSYLVANIA 





THE NEED FOR CO-ORDINATION OF OUR TRANS- 
PORTATION SYSTEM 


One of the most interesting and significant characteristics of the 
transportation situation in the United States at the present time is 
the three-cornered competitive struggle going on between the rail- 
ways and the various agencies operating over the public highways 
and on our coastal and inland waterways. Competition between rail- 
ways and waterways has existed in varying degrees since the estab- 
lishment of railways, but the conditions under which the struggle is 
taking place have been materially changed within the last few years 
by the opening of the Panama Canal, by more effective enforcement 
of the long-and-short-haul clause, and by the general increase in rail- 
way rates. Improved highways and the perfection of the automobile 
have added another element to the situation. 

Certain limited aspects of the general question of transportation 
co-ordination have been examined by various writers. The purpose of 
this discussion is to bring together the significant factors of the entire 
situation in the form of a reasonably comprehensive outline. It is be- 
lieved that such a presentation makes it evident that the struggle be- 
tween the various agencies of transportation is not likely, under exist- 
ing conditions, to result in an economic division of the field between 
them. Such a discussion should make it apparent that certain action 
is necessary to bring about a more effective utilization of all our means 
of transport. 

Our first attempts to regulate railways were made by certain 
states in the seventies. The federal government entered the field to 
regulate interstate commerce in 1887. The Interstate Commerce Act 
of 1887 gave no rate-making power to the Interstate Commerce Com- 
mission. The theory on which the Act was based assumed that if the 
railways could be forced to compete fairly and openly, the competi- 
tion for business would assure reasonable rates. The chief function of 
the Commission was to provide this fair and open competition by 
preventing discrimination between persons, places, and commodities. 
Pooling and rate agreements were prohibited because it was felt that 
such relations between railways would reduce competition. Not until 
1906 was the Interstate Commerce Commission given the power to 
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make maximum rates. The power to fix minimum rates was not given 
by the amendments of 1906 or of 1910. It would seem that Congress 
believed that no obstacle should be put in the way of lowering rates 
and thus securing the benefits of railway competition. The provisions 
of the Transportation Act of 1920, however, indicate that we have 
now arrived at the stage where our regulatory legislation is no longer 
to be based on the supposed efficacy of railway competition. Among 
the provisions of the Act of 1920, which recognized the fact that rail- 
ways are natural monopolies, may be cited the sections providing for 
railway consolidation, as well as the paragraphs giving permission to 
pool and make rate agreements under supervision of the Commission. 

It thus appears that while our attempts to regulate the railways be- 
gan in the early seventies, our experience under conditions of effective 
regulation dates back only to 1906. When we began the task of regu- 
lating the railways we entered a practically new field of state activity. 
The principles of such regulation were unknown and had to be derived 
by the method of trial and error. During this half-century of experi- 
menting with the problem, both the public and the carriers have 
learned a great deal, and gradually a body of principles pertaining to 
the subject has been evolved. It is assumed that when new aspects of 
our general problem of transportation arise we shall seek a solution in 
the light of our past experience with the railways. 

While coastal and interior waterway transportation was utilized 
long before the existence of railways, it is even now relatively free 
from governmental regulation. While our legislation has begun to rec- 
ognize the fact that unregulated competition between railways does 
not provide protection for the public, there still exists a widespread 
conviction that competition among water carriers will by itself pro- 
vide the most efficient and economical service. This idea is, of course, 
quite fallacious and contrary to fact. While the highway between 
ports may be common and free to all vessels, experience indicates that 
competition is smothered through the control of port facilities and 
various other devices. 

The slight control the Interstate Commerce Commission has had 
over water lines has always been more or less indirect and due to its 
power to regulate other agencies. The original Act of 1887 provided 
that the Commission should have jurisdiction over common carriers 
engaged in transportation partly by railroad and partly by water 
when both were used under a common control, management, or ar- 
rangement for a continuous carriage or shipment. This, of course, 
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gave the Commission control over joint rail and water rates under 
through billing. 

The Panama Canal Act of 1912 provided that, in general, rail- 
ways should not be permitted to own or control water lines with 
which they did or might compete. It was provided, however, that, 
under certain conditions the Commission might permit railway con- 
trol of competing water lines not operating through the Panama 
Canal. In such cases all the business of the water line was to come 
under the jurisdiction of the Interstate Commerce Act. 

The Shipping Act of 1916 and the Merchant Marine Act of 1920 
give the Shipping Board certain powers with respect to rates charged 
by water carriers in interstate commerce. These powers conflict with 
the afore-mentioned control of the Interstate Commerce Commission 
over water and joint rail and water rates. 

It thus becomes clear that the Interstate Commerce Commission 
has very little power to regulate and control the rates and service of 
the coastal and inland water lines which compete with the railways. 
We have, therefore, two rival transportation agencies, each interested 
in securing competitive business and each responsible to a different 
master. Since the United States owns a fleet engaged in competing 
with the railways for traffic, it would not be surprising if the Shipping 
Board should be interested in seeing that fleet make as good a finan- 
cial record as possible. It should be obvious that if we are to secure an 
economic division of traffic between these competing agencies of trans- 
portation, they must be under one control as to rates and services. 

The difficulties of the existing situation become clear upon con- 
sideration of the present struggle for transcontinental traffic between 
the Panama Canal boat lines and the railways. The water route offers 
very low rates on certain commodities from coast to coast. In order 
to participate in this traffic it is necessary for the railways to secure 
permission from the Commission to disregard the long-and-short-haul 
principle, i.e., to charge less for the long haul from coast to coast than . 
for shorter intermediate hauls. The rail carriers maintain that in 
order to participate in this competitive traffic they must make rates 
which do not cover their entire costs, but which simply take care of 
the differential costs of movement plus some small contribution to 
constant costs. Through its control over railway rates the Interstate 
Commerce Commission is able to prevent the rail lines from partici- 
pating in such traffic as it believes should go by water, but is unable to 
secure for the railways other competitive business which it feels 
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should move overland. Since 1917, the Commission has rather con- 
sistently refused permission to railways to violate the long-and-short- 
haul principle in order to participate in transcontinental traffic in 
competition with the water route through the Panama Canal. Cer- 
tain railway traffic men place a great deal of importance upon this 
refusal of permission to establish a system of rail rates that they be- 
lieve would enable them to secure more transcontinental business. 
Others, however, suggest that such an arrangement might decrease 
rather than increase their total net revenue. If the Commission 
granted permission to put the lower through rail rates into effect, the 
water carriers might well lower their corresponding rates accordingly. 
The railways would then have gained no new traffic and would be 
carrying some of their former traffic at lower rates than before. The 
Interstate Commerce Commission has no power to prevent the water 
carriers from so adjusting their rates as to nullify any attempts on its 
part to enable the rail lines to participate in competitive traffic. A 
similar situation exists when the rail lines compete with boats on the 
Great Lakes and other inland waterways. The question as to the de- 
sirability of permitting the water routes to take all the traffic they can 
will be developed in another paragraph. It is simply desired to point 
out at this time that no means now exist by which traffic can be dis- 
tributed between rail and water carriers according to a considered 
plan. 

During the latter part of 1926, the Interstate Commerce Com- 
mission conducted rather extensive hearings in order to collect infor- 
mation with respect to motor bus and truck operations throughout the 
country. It appears that during 1925 there were about 75,000 com- 
mon carrier motor busses in operation. These busses are usually in 
competition with existing railway lines. It is probably true, however, 
that a very large proportion of the passenger traffic which has left the 
railway is being carried in private automobiles rather than busses. 
There are over 2,500,000 motor trucks operating in the United States 
today. Probably not more than twenty-five or thirty thousand of 
these, however, are common carriers. The remainder are either owner- 
operated or so-called “contract-carriers.” The contract-carriers be- 
lieve themselves legally exempt from regulation by either the states or 
the federal government. The question of their legal status has not yet 
been fully determined. It is clear that we have already begun to make 
substantial use of the improved highway and the motor vehicle as a 
means for transporting persons and things. It is also apparent that 
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this instrument of transportation is developing rapidly. There can be 
little doubt that highway transportation does, and will to an increasing 
extent, compete with the railways for business. The federal govern- 
ment, at present, exercises no regulation whatever over the common 
carriers of the highways. The states are just beginning to regulate 
the rates and service of common carrier motor trucks and busses. 

It is sometimes suggested that competition for business between 
the railways, waterways, and highways will naturally and auto- 
matically bring about a situation where each agency will, in the end, 
be carrying the traffic which it is best fitted to handle. In those cir- 
cumstances where busses and trucks can give the best and cheapest 
service, they will and should survive. It is also asserted that the water 
and highway carriers are economically entitled to whatever traffic 
they can take from the railways, and they should be encouraged 
rather than hindered in such efforts. Such arguments are based on the 
principle of comparative costs, and this line of reasoning cannot be 
refuted if one grants the premises, i.e., that such competition takes 
place under conditions of free and fair competition. The writer be- 
lieves that there are good reasons why unrestricted competition be- 
tween the existing agencies of transport will not result in an economic 
allocation of traffic between them. 

The water and highway carriers are not at present required to 
include in their rates all the costs of furnishing the services which 
they are selling. To an important extent their facilities are being paid 
for by general taxation. Tremendous sums of tax money have been, 
and are being, spent to provide channels and port facilities. Without 
important exception these facilities are being used by the water car- 
riers without cost, or upon payment of a toll which does not fully 
cover the cost of providing them. No tolls whatever are collected by 
the government from boats using the Great Lakes and the Mississippi 
and other rivers, although large sums have been spent by the nation in 
making these waterways available for use. The tolls collected by the 
Panama Canal at present more than cover operating expenses, but do 
not cover interest on investment. If one considers that the railways 
pay heavy taxes on their property used for furnishing service and 
that the waterway improvements are tax free, it will be seen that the 
subsidy enjoyed by these competitors of the railways is still further 
increased. 

No satisfactory information is available which shows the value of 
the highway facilities furnished by the states and the federal govern- 
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ment to common carrier motor vehicles. The payment made in the 
form of taxes for the use of the public highway by trucks and busses 
varies, of course, from state to state. Mr. C. S. Duncan states that 
taxation of trucks and busses has greatly increased in the last three 
or four years.! He estimates that the average annual tax paid by 
busses is at present somewhat less than $450 per year. For the com- 
mon carrier motor truck, the corresponding figure is about $380. 
There is no way of knowing definitely if these payments cover more 
or less than the real cost of furnishing that proportion of the highway 
used by busses and trucks. Very rough computations would seem to 
indicate that, in general, common carrier highway vehicles are secur- 
ing the use of the highways at considerably less than the real cost of 
furnishing them. It would seem that the cost of furnishing the high- 
way for use of trucks and busses should include, not only a proper 
proportion of the cost of construction and maintenance, but also an 
allowance for the fact that these facilities are tax exempt. Railways 
must, of course, include taxes in the cost of the way which they con- 
struct, maintain, and use. If the agencies of highway transport are 
charged with all these elements of cost, in proportion as they use the 
roads, they are still given an advantage over a competitor which 
builds and maintains its own way.” A charge on the basis of use 
enables the truck or bus to purchase only so many units of highway 
service as it needs at any given time. The owner of a private way 
must bear the expense of providing in advance for normally increasing 
business as well as for seasonal peaks. In any case, it is apparent that 
under present conditions of taxation there is no reason to expect that 
the cost of way borne by common carrier highway vehicies will cus- 
tomarily correspond with the cost of furnishing the facilities used by 
them. 

These circumstances would seem to demonstrate that waterway 
and highway carriers may well be in a position to take business, in 
competition with railways, to which they are not entitled on the basis 
of economic efficiency. The real cost to society of having goods trans- 
ported by truck or boat may well be much more than is indicated by 
the tariff collected. Railway transportation may be the most economi- 
cal sort of carriage for certain things in spite of the fact that the pub- 
lished rail rates may be higher than the competing water or highway 


* Motor Bus and Truck Operation (pamphlet), Washington, D.C. 


* Gasoline taxes or taxes proportional to the weight or cost of the vehicle 
are rough attempts to charge for highways in accordance with use. 
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charges. On the other hand, railways fix their rates, within certain 
limits, on the basis of value of service rather than cost of service. 
Without question such a rate-making policy enables them, at times, to 
quote the lowest rate on traffic which, from the standpoint of social 
cost, should move by water or highway. As indicated previously, the 
Interstate Commerce Commission has the power to prevent railways 
from making such rates if it recognizes the condition and considers it 
desirable to interfere. However, the Commission may not be as active 
in preventing railways from taking traffic they should not economical- 
ly carry when it is unable to secure to them all the traffic for which 
they are actually the cheapest means of transport. 

It is appreciated that while railways were being developed some 
of them received substantial aid from governmental and other agen- 
cies. There is some reason to believe that this has developed into a 
quid pro quo transaction because of perpetual reduced rates secured 
by state and federal agencies under land-grant contracts. The argu- 
ment being developed does not depend, however, upon a demonstration 
of the fact that one type of competing carrier is receiving more or less 
subsidy than the others. These facts have been related simply to indi- 
cate that without outside control it is not likely that competitive 
charges for transportation made by the various agencies will be in 
accordance with social costs. 

Those who are familiar with the facts have long recognized that 
unregulated competition between the railways cannot provide the best 
and most economic service from these carriers. Our railway legisla- 
tion is now based on this assumption. There seems to be reason to 
believe that we should now take the next stop, i.e., provide for regu- 
lation of competition between the railways, waterways, and highways, 
for the purpose of assuring to each the business for which it is the 
most economical agent. The most feasible way to accomplish this re- 
sult would be to place the control of a. the competing means of trans- 
portation, in so far as is legally possible, in the hands of a single 
administrative commission. In fact, there would appear to be no 
other practicable way to make certain that our transportation busi- 
ness is being allotted to the various agencies in accordance with their 
economic efficiency. It is certain that unregulated competition will 
not accomplish this end. It is equally apparent that regulation of each 
means of transport by a different authority would be almost as hope- 
less a means to employ. 

In providing for unified control and co-ordination of the trans- 
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portation system we might create an entirely new administrative com- 
mission and give it the necessary power to control the rates and serv- 
ices of the coastal and inland water carriers, the common carriers on 
the highways, and the railways. On the other hand, there is the alter- 
native of selecting an existing regulatory agency and enlarging its 
field to include control over all these competing means of transport. 
It is, perhaps, unnecessary to support the statement that the only 
existing agency which can be considered, with this purpose in view, is 
the Interstate Commerce Commission. It thus becomes a question eith- 
er of enlarging the jurisdiction of the Interstate Commerce Com- 
mission or of creating an entirely new body to work out a co-ordinated 
transportation system that will utilize each of the existing agencies in 
the most economic manner. The arguments are all in favor of enlarg- 
ing the jurisdiction of the Interstate Commerce Commission for this 
purpose. It is an established and going concern with methods of pro- 
cedure tested by experience. It has the confidence of the public and 
the carriers. 

It may appear undesirable to add to the duties of an already 
overburdened body. The Commission, as at present organized, has so 
much work assigned to it that important functions must, in fact, be 
delegated to subordinates.* But it is necessary that the task of regu- 
lating these competing instruments of transportation be centralized in 
one body, if the desired results are to be secured. A newly created 
commission would necessarily be required to take over much of the 
present work of the Interstate Commerce Commission as well as the 
task of regulating the rates and services of highway and water trans- 
port. If we are to secure the suggested co-ordination of all these com- 
peting transportation agencies it means that an agency of control 
must be established with comprehensive authority and the ability to 
take care of a corresponding amount of work. 

The suggestion is being made more and more frequently of late 
that the Interstate Commerce Commission be reorganized on a re- 
gional basis in order to relieve the central body of some of the load 
it is now forced to carry. It is believed that some scheme of organi- 
zation can be evolved so that cases arising under the interstate com- 
merce law can be considered more thoroughly as well as with less 
delay. While there is no intention of discussing in detail at this time 
how this might best be done, it is perhaps desirable to touch on some 
phases of the matter that will make clear the practicability of the idea. 


* F. H. Dixon, Railroads and Government, chap. v. 


¥ 





860 JOSEPH E. CUMMINGS 


It would seem desirable to maintain a central commission in Wash- 
ington to pass on the most important matters of general principle and 
to hear appeals from the regional commissions. If one regional com- 
mission were provided for each of the three great traffic areas of the 
country, the central commission would be relieved of an immense 
amount of local and detailed work which now exhausts the time and 
energy of the Interstate Commerce Commission. With such an organi- 
zation having the power to regulate the rates and services of all the 
competing agencies in interstate commerce, it seems probable that we 
should secure a more economic utilization of all our means of trans- 
port. 

The recent hearings before the Interstate Commerce Commission 
with respect to the truck and bus situation would seem to indicate 
that only a very small percentage of this business is interstate. The 
conclusion frequently drawn is that for this reason the federal govern- 
ment should leave this field of regulation to the various states. How- 
ever, while busses and trucks are usually engaged in short hauls, state 
boundaries do not deflect routes of trade and travel. If the federal 
authority is not exercised in this field, a certain amount of common 
carrier highway business will go unregulated. The states have been 
denied the right to regulate interstate transportation, even in the 
absence of federal action. For these reasons it is maintained that one 
federal commission should exercise control over all interstate com- 
merce, whether it takes place on the highway or by rail or by water. 
If conflict arises because of the intermingling of intrastate and inter- 
state commerce, the power of the federal government is dominant, as 
determined in the Minnesota rate cases* and in the cases interpreting 
paragraph 4 of Section 13 of the Interstate Commerce Act as amended 
in 1920.° There appear to be no serious legal difficulties to be over- 
come in investing the Interstate Commerce Commission with the 
power necessary to secure an economic co-ordination of the services of 
all transportation agencies engaged in interstate commerce. 

The writer is not enthusiastic over the idea of enlarging the field 
of governmental regulation. The shortcomings of our most serious 
attempts in this field are apparent. Nevertheless, it is quite well 
understood that under certain conditions this burden must be assumed 
in order to secure improvement, even if not perfection, in certain situ- 
ations. It is believed that the circumstances discussed above create a 


*Minnesota Rate Cases, 230 US. 352. 
* Ibid., 257, US., 563. 





NEED FOR CO-ORDINATION OF TRANSPORTATION 861 


situation in which proper regulation by one administrative commis- 
sion can secure transportation service for the nation with the greatest 
economy of resources and human energy. Such a regulatory body 
would control rates and the provision of new facilities. It would per- 
mit the increase of the facilities of any transportation agency only in 
case that agency was, all things considered, the lowest-cost instru- 
ment for providing the required service. It would fix rates for existing 
means of transport so that the most economical facility would get the 
business in each case. In fixing such rates it would, of course, consider 
the fact that “sunk capital” should be utilized to the fullest extent, 
though perhaps not be maintained. These suggestions call to mind 
some of the multitude of nice problems that must be solved by such an 
agency. It is not assumed that any body of men would approach 
accuracy in formulating solutions. It is thought, however, that such 
an attempt to handle the matter on the basis of fact and judgment 
would give better results than leaving the situation subject to the in- 
fluences which now control. 


JoserH E. CUMMINGS 


UNIVERSITY OF MINNESOTA 





BOOK REVIEWS AND NOTICES 


Food Costs and City Consumers. By CHARLES ENos ARTMAN. 
New York: Columbia University Press, 1926. Pp. i-+-170. 


This study of metropolitan food distribution chooses certain per- 
ishable commodities, fruits and vegetables, as best suited to demon- 
strate the varying costs of city distribution and the effect of consum- 
ers’ buying habits on these costs. After certain preliminary chapters 
in which the importance of the question is stressed, the distribution 
agencies described, and the scope and method of the study made clear, 
the results of the analysis of price data are presented. _ 

The price spread between the wholesale and retail price is taken 
as the measure of the cost of distribution for apples, oranges, peaches, 
cantaloupes, white potatoes, sweet potatoes, onions, lettuce, and cab- 
bage. Retail price data were gathered by trained investigators from 
stores of different types. The spread is computed as a “percentage 
margin” of the retail price. The factors considered to explain the 
variation in percentage margins are: (1) kind of commodity, (2) type 
of store management, (3) store policy in regard to credit and delivery, 
(4) the type of trade, (5) the locality in respect to market sources, 
and (6) the status of the store in respect to specialization. 

Analysis of the data revealed the fact that the widest divergence in 
average margins was among the group of data for different kinds of 
commodities; the next widest was among store classifications, based 
upon differences in management and in selling policy. These major 
factors are analyzed statistically. 

So far as the commodities analyzed are concerned, the author 
finds that the dominating factor in explaining the varying margins is 
the size and value of the standard (prevailing) retail sale. The per- 
centage margin for the different commodities is shown to vary inverse- 
ly with the value of the standard retail sale (number of pounds times 
price per pound). This relationship of size of sale to variability of 
margin does not hold true of the jobber. 

Stores are classified according to management as unit stores under 
individual operation and proprietorship, and as chain stores. “When 
the two types of management are compared on an identical non-service 
basis, the contrast in favor of the chain store is reduced to $225 per 
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car, which is 31 per cent below the distribution expense in cash-and- 
carry unit: stores.” Large-scale buying by the chain store in the pro- 
ducing regions is alleged to account for a large part of this economy. 

Compaiison of price-spreads in independent unit stores based on 
distinctions in service showed that the average differential in price- 
spread between the credit-delivery and cash-carry types is $250 per 
car. “Nearly one-fourth of the distribution expense in the credit-de- 
livery type is accounted for by the expense of delivery and the grant- 
ing of credit.” The chain store shows a retail price 13 per cent below 
the cash-carry unit store on a non-service basis. The credit element 
accounts for a greater proportion of the service differential than de- 
livery. 

Leaving aside the effect of service charges, the varying propor- 
tion of the consumer’s dollar which is taken for distribution cost is still 
to be accounted for altogether by the size of the retail sale, and it is 
reasoned that if unit sales were increased in size, costs would be cor- 
respondingly reduced and prices to the consumer be lowered (pp. 
128-29). 

It may readily be granted that the proportion of the retail price 
absorbed in distribution cost varies with the value of the sale, and yet 
one may hesitate to grant that this difference in margin is because of 
differences in prevailing sizes of sale. 

The author has examined only price-spreads, and these spreads 
conceal profit margins as well as a number of cost factors which may 
help to account for variable proportions of distribution expense. For 
example, an analysis of chain-store sales might show a preponderance 
of small-unit sales, and yet the unit cost of distribution be lower than 
in another store where unit sales were larger in size. Certainly the 
relative frequency with which sales are made, the percentage of time 
clerks are occupied, the time of day when customers do their shopping 
—all would affect the cost of giving service. 

Accepting the view that the retailer adjusts his price to the size of 
sale so that the margin tends to be uniform for all commodities re- 
gardless of size of standard retail sale, this does not of necessity mean 
that the margin of cost is wide because the value of the sale is small. 
It may mean that the customer buys less because the price per pound 
is high. This latter hypothesis has not been explored. 

The author argues ingeniously for a “cost-plus-service” policy in 
retail selling, in order to give the customer an inducement to purchase 
more cheaply if so inclined. Any hope of realizing any large economy 
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by increasing the size of the sales unit of perishable fruits and vegeta- 
bles seems to depend upon the willingness of the consumer to assume 
the cost of financing and storing his purchase, and the risk of spoilage, 
to say nothing of an exercise of forethought. Even should he be willing 
to exercise all these functions it is doubtful whether the results in low- 
ered distribution cost would be what the author expects. 

The study is valuable in giving an insight into a problem which is 
little understood and in suggesting a method by which analysis may 
be carried farther in the study of distribution costs in large cities. 

E. A. Duppy 


UNIVERSITY oF CHICAGO 


The National Government and Public Health. By James A. 
Tosry. Baltimore: The Johns Hopkins Press, 1926. Pp. 


441. $3.00. 

It is a curious commentary, both upon our theory of government 
and upon the standards of value of those intrusted with administra- 
tion, that our federal government has permitted machinery of such an 
unco-ordinated and haphazard character to grow up in those branches 
of its service pertaining to the health and general welfare of the 
people. The situation with reference to health activity is succinctly 
set forth in the opening paragraph of the last chapter of the volume 
under review: 

The foregoing survey of the public health activities of the national gov- 
ernment has revealed the fact that there are in 1926 seven distinct bureaus 
or divisions, located in five different executive departments, which carry on 
public health work of such importance as to justify its classification as the 
major activity of the particular bureau or division. In addition, there are 
seven other bureaus which have an important but secondary interest in 
public health. Besides these fourteen administrative units which are direct- 
ly concerned with public health duties, there are about twenty-five other 
federal agencies which are incidentally interested in public health, or carry 
on work of a purely medical character. 


To give an accurate and comprehensive account of the way in 
which these various bureaus, divisions, and agencies operate in the 
interest of the public health, together with the story of the develop- 
ment of each separate health activity, is the task which Mr. Tobey 
has undertaken. The volume therefore brings together a large amount 
of information which should prove of value both to persons interested 
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in public health and to those concerned with problems of public ad- 
ministration. 

The evidence which Mr. Tobey’s researches have assembled is 
quite conclusive with reference to at least two things, viz., that activ- 
ity by the federal government in the field of public health is necessary, 
and that there is very grave need for co-ordination of health and of 
other welfare activities. The value of health work on a nation-wide 
scale appears especially in the very excellent review which the author 
gives of the work of the Public Health Service. Although the case for 
co-ordination seems clear, the specific proposals which are made by 
Mr. Tobey may provoke some disagreement and criticism. The re- 
viewer finds himself in substantial agreement with the author. He 
does not, however, agree that the major function of the Children’s 
Bureau is in the field of health. Such a contention is scarcely war- 
ranted by the character of the subjects to which that bureau has given 
attention and upon which reports have been published. Neither is he 
convinced that it is undesirable to advocate an extension of the activ- 
ity of the national government in the interest of public health. 

The author has chosen to present his materials in relation to the 
units of government which have had a bearing upon the development 
of health activities or which now administer them. This has resulted 
in a degree of objectionable repetition. Most of this could have been 
avoided by placing the documentary evidence of the influence of the 
presidents, of Congress, and of the Supreme Court in appendixes, 
rather than in separate chapters in the body of the text. Perhaps a 
purely topical treatment would have avoided the element of repeti- 
tion. However, it would not have brought into such bold relief the 
administrative aspect of the situation, which is, after all, the phase 
with which Mr. Tobey is primarily concerned. Some of the repetition 
should have been eliminated in the process of editing. Perhaps the 
most glaring example of this is the three-paragraph quotation from 
Woodrow Wilson appearing both on page 19 and on page 379. 

One further thing in the mechanical construction of the book 
detracts somewhat. Insufficient care has been given to the evaluation 
of topics, so that items of markedly unequal value are grouped as co- 
ordinate paragraphs under a principal heading. This is particularly 
noticeable in chapter vii. 

Despite any adverse criticism Mr. Tobey’s book may call forth, 
its contribution to the literature of public health is a significant one. 


UNIVERSITY OF CHICAGO Eart D. Myers 
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Principles of Accounting. By E. L. Kou er and P. L. Morrr- 
son. Chicago: A. W. Shaw Co., 1926. Pp. xv-+446. 

The object of this book is “to serve as a guide to the under- 
standing of the fundamental accounting relationships—not only 
for those who are pursuing formal college courses in accounting, 
but for general readers who wish a speaking acquaintance with 
the subject.” The treatment is divided into five parts: Part I, 
“Survey of Bookkeeping and Bookkeeping Results,” Part II, 
“Bookkeeping Devices and Practices,” Part III, “Financial 
Statements and Adjustments of Bookkeeping Records There- 
for,” Part IV, “Application of Principles to Various Situations,” 
Part V, “Valuation and Analysis Problems.” 

The outline of the text indicates a desire on the part of the 
authors to present the accounting process for what it is—a log- 
ical device for evaluating, classifying, and interpreting business 
transactions. The argument moves swiftly in the development 
of double entry theory and technique; in the case of income and 
expense the explanation is condensed to six pages, a treatment 
which hardly makes possible a complete statement of the prob- 
lem. Specialized journals and voucher registers are introduced 
properly as mere specialized devices adapted to meet the partic- 
ular needs of various situations in business. 

In matters of valuation the text supports the views of the 
right-wing conservatives, although occasional statements betray 
the authors’ dissatisfaction with the common rules of thumb. 
An illustration of such a statement is: “The valuation to be 
placed on any current asset is its value for a going concern” (p. 
302). The authors use this generalization as the starting-point 
for a rather novel argument for market price in the valuation of 
inventories. “Sound merchandising policies require that inven- 
tory be carried forward at a value on which the concern can 
make a reasonable profit Instances will be found where 
the selling price can be forecast with great accuracy; the propri- 
ety of substituting replacement values for cost is then easily de- 
termined” (p. 302). 

After justifying market price for inventories in a situation 
where turnover is rapid and prices are advancing, they continue: 
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“Good accounting likewise favors the substitution of replace- 
ment values for cost where the market is declining. One of the 
most strongly entrenched theories of balance-sheet construction 
is that no profits may be anticipated and all losses must be pro- 
vided for” (p. 304). But how is the reader to know when profits 
have been “anticipated”? When can he be sure that all losses 
have been “provided for”? The authors devote no space to a 
discussion of the criteria of income and expense which should 
guide business men and accountants in their measurement of 
profits, and hence of assets. 

The text is supported by a carefully prepared set of ques- 
tions and solutions for the use of instructors in emphasizing and 
explaining each chapter. The quality and nature of the ques- 
tions would make them exceedingly useful for the student in his 
daily study of the materials, or for the business man who wishes 
to test his comprehension of the principles. 


UNIVERSITY OF CHICAGO C. Rurus RorEM 


Vorgeschichte und Gestaltung des Haushaltplanes der Vereinig- 
ten Staaten von Amerika. By Dr. Oscar Witt. Jena: 
Gustav Fischer, 1926. Pp. xii-+109. 

This monograph appears as Part II in a series of financial 
and economic studies issued under the directorship of Professor 
Karl Brauer, of the University of Breslau. The predominance 
of American financial topics in the list of titles announced for 
this series, as having been already published or as being in 
preparation, is suggestive of the lively interest which the general 
subject of American finance has at present for the European 
mind. 

Dr. Witt’s study of our federal budgetary evolution is a 
very good, although somewhat sketchy, account of the earlier 
financial practices of the federal government and of the various 
legislative proposals which served as the groundwork of the 
Budget and Accounting Act of 1921. The law itself is briefly 
analyzed, and an attempt is made to estimate the value of the 
improvements introduced in our financial procedure under it. 
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The author has succeeded in presenting, for his countrymen, an 
interesting and fairly adequate formal account of our federal 
budgetary problems and progress, and the analysis of the vari- 
ous proposals before Congress during the years 1918 to 1921 
will be useful even to American readers who have not under- 
taken to work out detailed comparisons of these bills. 

A work of this sort, made at long range and based so largely 
on documentary material, would naturally fail to present, or to 
emphasize, certain of the more intimate or human aspects of the 
situation. For example, Dr. Witt refers to the resuits under the 
old régime, but he does not really picture the chaos that pre- 
vailed under the committee system. The chronological sequence 
of laws and official publications gave him no intimation, either, 
of the stirrings and mutterings that preceded the act of March 
4, 1909, and the Taft Commission on Efficiency and Economy. 
Finally, he regarded the discrepancy between treasury esti- 
mates and actual results, during the first years of operation un- 
der the new budget plan, as indicative of the economies achieved 
and of the marvelous productivity of our taxes. This view is cor- 


rect, in part; but it did not occur to him that the treasury esti- 
mates were seriously defective; nor did he gather from the an- 
nual reports of this department the suggestion, freely enough 
offered by others during those years, that the defective esti- 
mates were part of the effort then being made to ward off sol- 
dier-bonus legislation. 


H. L. Lutz 


STANFORD UNIVERSITY 


Primitive Trade: Its Psychology and Economics. By E.iza- 
BETH Hoyt. London: Kegan Paul, Trench, Trubner & Co. 
Ltd., 1926. Pp. 187. 7s. 6d. 

This book is a borderline study touching the fields of anthropol- 
ogy, psychology, and economics. Economists, say the psychological 
critics, “have not taken psychology as seriously as it deserves.” This 
study treats the development of value as a problem in psychology. For 
its purpose anthropology presents a greater variety of data than does 
history—data which, because they deal with more ancient or more dis- 
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tant peoples, are more easily objectified. Logically the development 
of value requires three psychical processes: “A man must want goods; 
he must be able to conceive these goods in terms of the valuations of 
other goods; and he must be willing to negotiate with other persons 
for purposes of trade.” 

Part II discusses the development of interests chiefly in terms of 
cultural traits and complexes. In the hedonistic phraseology, which 
the author consistently avoids in this part, it is a non-rational explana- 
tion of the development of desire and its relation to satisfaction. Among 
primitive peoples the subjective attitude of “contagion” interferes with 
exchange except between intimates, and in Part III the author traces 
the development of a standard of equivalence from the equivalence of 
good will in gift-giving to that of utility in the case of commodities, 
and, in the case of services, from the standard of service according to 
ability and reward according to need, through status to a utility stand- 
ard. Part IV contains an account of the development of primitive 
market institutions, the cumulative effects of increased experience and 
market extension, and the alternation of active competition and cus- 
tomary or controlled prices. The author concludes that psychologists 
are right in their emphasis of the non-rational factors in the early 
development of trade, while the economists are right in proclaiming 
the importance of the rational element in men’s economic conduct at 
present. 

The adherence, which the author considers necessary, to the logi- 
cal, rather than to the actual, sequence of developments involves diffi- 
culties. Either the reader is tempted to assume that the logical has 
been the actual sequence, or else he must feel that this account of early 
development, though in harmony with modern psychology, is almost 
as hypothetical as were the classical assumptions. The latter attitude 
is uppermost where difficulties of material have forced the author to 
resort to supposititious examples; the former tends to predominate 
where, as is her usual practice, she illustrates her points by abundant 
and interesting examples drawn from recorded observations. 

The author has overcome the difficulties presented by several sets 
of technical terms and has produced a readable volume free from most 
of the defects commonly attributed to economists by their psycholog- 
ical critics. 

G. A. ELLIoTT 


UNIVERSITY OF CHICAGO 
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Cost Accounting. By W. B. LAwrENcE. New York: Prentice- 
Hall, Inc., 1926. Pp. xiv-+528. 

Many technical aspects of cost accounting are difficult for the 
average student to understand, and some of them are not always 
made clear in texts in cost accounting. This is true, for example, of 
the relation of the general ledger accounts to the cost accounts, the 
operation of the controlling account and the subsidiary accounts for 
manufacturing expense, and the method of preparing a statement of 
profit and loss where a cost system is in operation. 

The technical phases of cost accounting are made unusually clear 
in Professor Lawrence’s book. The subject matter is explained by nu- 
merous illustrations of journal entries to be made in the general books 
and in the cost records. One chapter is devoted to the preparation of 
the statement of profit and loss. The chapter arrangement and organ- 
ization also contribute to the clarity of the text; in fact, the book great- 
ly simplifies the teaching of what is usually considered a difficult sub- 
ject. It is a welcome addition to the literature of the field. 

The appendixes contain 150 questions, 51 problems, and 16 exer- 
cises, all arranged by chapters. The questions are based directly upon 
the text; but, although they aid the student in testing his knowledge 
of the subject, they are of little value for classroom discussion. The 
problems are taken for the most part from C.P.A. examinations. The 
exercises are intended to give the student a practical application of the 
principles and procedure discussed in the text. Teachers of cost ac- 
counting will be pleased with the wide range of problems and exercises 
offered in this text. 

The book has many commendable features, but certain limitations 
should be pointed out. The principles of cost accounting are devel- 
oped in general terms and in most cases without reference to specific 
industries. The book would carry a stronger appeal to the student if 
it contained more applications of the general principles to specific 
cases. 
It should be pointed out, also, that parts of the discussion imply 
that selling price is determined by adding a percentage of profit to the 
cost. For example, the argument is made that the inclusion of interest 
increases the cost and thus tends to cause higher selling prices. Similar 
to this is the statement that charging depreciation on the basis of re- 
placement value in a period of rising prices forces the public to bear 
the burden of increasing costs. Such statements are not in accordance 
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with the facts of modern business or the generally accepted principles 
of economics. 


RicHArp N. OwENs 
Emory UNIVERSITY 


The Third British Empire. By ALFRED ZIMMERN. New York: 
Oxford University Press, American Branch, 1926. Pp. 148. 
$2.00. 


This charming little volume comprises five lectures delivered at 
Columbia University in 1925 and revised in the summer of 1926. 
Though it does not include a discussion of the British Imperial Con- 
ference of 1926, it foreshadows with considerable accuracy the views 
there expressed. 

The British Empire has survived a period which proved disastrous 
to four other empires; but survival has involved mutation. The Do- 
minions, the heads of the procession which the Empire represents, are 
being granted, step by step, autonomy in foreign affairs. But is this 
not merely a slow process of disintegration? The author regards the 
League of Nations as a solution of the difficulty. The Dominions, 
while asserting their independence from-Britain in foreign affairs, are 
pledged, as members of the League, to refrain from war save under 
specified conditions. 

The author exaggerates, perhaps, the economic importance of 
political control of markets, but pleads hopefully for “economic dis- 
armament and co-operation,” and justly condemns the economic reso- 
lutions of the Imperial Conference of 1917 as a reversal of the British 
policy of universal, national, and most-favored-nation treatment. In 
separating cultural from political considerations and fostering cultural 
self-determinism, in compelling peaceful settlement of intra-imperial 
disputes, in maintaining an international police force—the British 
navy—and in adopting the principle of trusteeship of dependencies, 
Britain has anticipated the League, and as a league within a league the 
Empire remains an important factor in the maintenance of world- 
peace. 

The work is notable for its historical perspective, lucid style, and 
stimulating ideas. Factual detail is reduced to a minimum. The domi- 
nant note is optimism, both imperial and cosmopolitan, an optimism 
based on intense enthusiasm for the League of Nations, which the au- 
thor does not attempt to conceal. 
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Currency and Exchange in India. By Brijcopat B. BHATNA- 

GAR. Allahabad: Ram Narain Lal, 1924. Pp. ii+139. 

The first part of this book is devoted to a brief history of Indian 
currency and exchange, while the second part is analytical and con- 
tains the author’s conclusions. The historical sketch begins with 1893, 
when the mints were closed to the free coinage of silver, and continues 
down to date. It consists very largely of synopses of the various laws 
and reports on Indian currency and exchange, with frequent excerpts 
from them. The conclusions are the important part of the study and 
are concerned with what the future monetary policy of India should 
be. The author evidently feels that the interests of India have been 
subordinated in the past to the interests of the London money market, 
and that this should not be continued. His main conclusion is that 
India should operate on a real gold-exchange standard, as it did from 
1901 to 1914, with the ultimate goal of becoming a gold-standard 
country. Apparently in the past the vacillation of the government, 
due in part to the influence of the London money market, has allowed 
this aim to become obscured, with unfortunate results to India. The 
author insists that the gold-exchange standard should be only a tem- 
porary expedient and that immediate steps should be taken with the 
object of making India a gold-standard country. 


The frequent excerpts and quotations from the various laws and 
reports make the historical section somewhat difficult to read, but this 
is almost unavoidable in a matter involving so much legislative history. 
The remainder of the book is very interesting; for the author, being 
an Indian, has a point of view which is quite different from that of an 
outside observer, and as a result there is considerable variation from 
the usual conventional treatment. 
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The World and Man 


The advance of modern science has revealed 
a vast store of fascinating facts about the 
universe in which we live. More discover- 
ies have been made in nearly every branch 
of science in the past two or three decades 
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molecules; and of the enormously large in 
giant suns and galaxies of stars, billions of 
miles distant. They have looked back 
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from the lowliest bacteria and protozoa up 
toman. Minute investigation of man him- 
self{—his origin, the wonders of his body, 
the development of his intelligence—has 
yielded astonishing facts. Inanimate mat- 
ter has revealed marvelous secrets to the 
modern chemist. The physicist has ex- 
oe the forces we see about us every 
ay, and the biologist is seeking to ex- 
plain the very secret of life itself. 
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to keep up with the procession of modern 
science, sixteen members of the Faculty of 
the University of Chicago have written 
The Nature of the World and of Man, which 
E. E. Slosson describes as a book for *‘those 
who have not been to college and those 
who have."’ 


These men, specialists in their fields, are 
the authors: Forest Ray Moulton, Rollin 
T. Chamberlin, J Harlen Bretz, Harvey B. 
Lemon, Julius Stieglitz, Horatio Hackett 
Newman (the editor), Edwin Oakes Jor- 
dan, Merle C. Coulter, Henry Chandler 
Cowles, Warder C. Allee, Alfred S. Romer, 
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Fay-Cooper Cole, Elliot R. Downing, 
George W. Bartelmez, Anton J. Carlson, 
and Charles Hubbard Judd. 

Beginning with the outstanding facts 
about the solar system, each of the six- 
teen authors has described that phase of 
development with which he is most fa- 
miliar: the origin and early stages of the 
earth; geological processes and the earth's 
history; the nature of energy and matter; 
bacteria and their origin; evolution of the 
plant kingdom, the vertebrates, and the 
invertebrates; interactions between plants 
and their environment; the coming of man; 
organic evolution and the origin of life; 
human inheritance; structure of man; the 
living process; and mind in evolution. 
Throughout, the authors have emphasized 
the conception of science as a glowing, 
living thing inextricably bound up with 
every human life. With all its multiplicity 
of authorship, the book has (in the words 
of the Chicago Tribune) ‘‘taken on the unity, 
the coherence, the march of one great epic 
poem.”’ 

Stuart Pratt Sherman said not long ago: 
‘I have a strong impression that our ‘av- 
erage’ American is waking up, responding 
to the new emphasis on ‘adult education,’ 
becoming infatuated with the idea of hav- 
ing his education go on as long as he does. 
He has got wind of the secret that in all 
the fields of knowledge enormous changes 
and advances have been made in the last 
twenty-five years and are still being made 
at this present hour. His sporting desire 
to keep up with his times grows keener 
and the range of his curiosity will soon be 
encyclopedic.”’ 

The popularity of The Nature of the World 
and of Man is evidence of the awakening 
of the adult public to the possibilities of 
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further education. For the reader outside 
the universities the book is a guide to the 
world of contemporary science; it enables 
him to form a conception of how the earth 
came to be, what its place is in the vast 
physical universe, how life originated; it 
gives him glimpses of the monsters of early 
ages; shows him how Cro-Magnon man 
lived, how atoms are held together in a 
molecule, how invisible throngs of bac- 
teria surround us, how life came from the 
sea to the land, why insanity is increasing, 
how speech developed, how hormones reg- 
ulate bodily processes 
The Nature of the World and of Man contains 
the subject matter of a ‘‘survey course”’ 
given each year by its authors to a selected 
group of beginning students at the Uni- 
versity of Chicago. The success of the ex- 
periment _— which it is based suggests a 
wide use of this text in similar courses in 
other institutions to give the beginner a 
preliminary view of the surrounding world 
and of his possible function in it. 
In this day of increasing specialization and a 
confusingly large bodyof humanknowledge, 
Orientation toward the more general as- 
cts of the world and of man is a necessity. 
™ the belief of the authors of this text, 
orientation may best begin with a presen- 
tation of what modern science holds as 
truth. They have therefore attempted to 
give the student that acquaintance with 
the general outlines of scientific thought 
which is the ideal point of departure for 
his entire intellectual development, and 
which alone affords him the proper per- 
spective on the world of modern thought. 
More specialized courses in thinking, man 
in society, or the arts, may well follow, 
but this course, being more informational, 
more inclusive, and easier for the beginner 
should be the point of departure. THE 
NATURE OF THE WORLD AND OF 
MAN. By Sixteen Members oF THE Fac- 
ULTY OF THE UNiversity oF CuIcaco. 
$4.00, postpaid $4.15. 
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Current -American Prose 


In a volume of provocative essays, The Out- 
look for American Prose, Joseph Warren 
Beach searches the current prose of reflec- 


tion, reminiscence, criticism, and social 
commentary for auguries of a first-rate 
style. He judges as stylists the American 
prose artists who are now in the public 
eye. Timely and incisive comment from 
this pens | and erudite observer will be 
not unwelcome to readers who have be- 
come aware of the development of Ameri- 
can prose style in such books as Troubadour, 
Straws and Prayer-Books, and A Story-Teller's 
Story. 


A professed eclectic, and adherent of no 
particular school or tendency, Mr. Beach 
seeks the perfect style wherever it may be 
found. Looking about for American writ- 
ers of cultivated philosophical prose to 
compare with Bertrand Russell and Have- 
lock Ellis; biographers to rank with Lyt- 
ton Strachey; newspaper essayists to place 
beside Chesterton; and critics as stimulat- 
ing as Shaw, he advances a gratifying num- 
ber of claimants to distinction. In Sher- 
wood Anderson, James Branch Cabell, 
H. L. Mencken, Stuart Pratt Sherman, 
Paul Rosenfeld, Simeon Strunsky, and Al- 
fred Kreymborg, Mr. Beach finds the most 
hopeful signs of a distinguished prose art 
in America, and whether or not you agree 
with him, you will have to reckon with his 
arresting dicta on the luminaries of the day. 


‘‘Old fashioned or new fashioned, what we 
want is something first rate,’ says Mr. 
Beach. His regard for stylistic perfection 
leads him to 
protest against 
the incoherence 
of Hergesheim- 
er; the lack of 
recision in 
John Dewey; 
the naiveté of 
Dreiser; the sci- 
entific jargon 
of Van Wyck 
Brooks; and the 
affectations of 
Van Vechten. 
—‘‘A prose-writer who dares Sentimental 
to use the devices of violence and 
the poet.” overuse of such 
words as ‘‘dev- 
astating’’ and ‘“‘poignant’’ are charged 
against Ben Hecht, Hutchinson, Walpole, 
and Hergesheimer. 


SHERWOOD ANDERSON 
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Mr. Beach finds Gamaliel Bradford too 
serious minded and turns for lightness of 
touch to Strunsky and Morley. In Ander- 
son, Cabell, Mencken, and Sherman, he 
finds the supreme quali- 
ties of flavor and individ- 
uality, gusto, and preci- 
sion. Kreymborg’s style 
is ‘‘uniformly coed, 
delicately tinted."’ 

Mr. Beach has put to 
good usc a conception of 
the genuine critical spirit 
characterized by candor 
and tolerance. He admits 
that he has been denied 
that arrogance which en- 
ables a critic to tell at a —‘*Baedeker of the 
glance whether or not a jtelJigentsia.”” 
writer is one of the im- 

mortals. First-rate prose he finds most fre- 
quently in the unpretentious styles that 
slip in between rigid categories. 

You will want to read this book for the 
vigor of its outlook upon American prose 
and for its timely comment on some of the 
most interesting figures in modern litera- 
ture. 

H. L. Mencken says in the American Mer- 
cury: ‘“This is perhaps the first book, writ- 
ten by an American, in which precept is 
backed up by practice. Mr. Beach writes 
very effectively, and has much of interest to 
say. His judgments on the writing of 
Dreiser, Anderson, Van Vechten and other 
living Americans are well-informed and 
lausible.’"" THE OUTLOOK FOR AMER- 
ICAN PROSE. By Josepx Warren Beacu. 
$2.50, postpaid $2.60. 
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a 
New Verszon of the Psalms 


For a long time we have needed a transla- 
tion of the Book of Psalms into the lan- 
guage of our day—a translation that would 
give the modern reader new insight into 
the classical rendering of the King James 
Version, and enable him to see in the 
Psalms the meaning they originally had. 
Such a translation is the new version by 
J. M. Powis Smith, which removes the 
stumbling-blocks of a centuries-old vo- 
cabulary, and divests the verses of un- 


warranted meanings which a succession of 
early translators read into them. This ver- 
sion is based upon the official Hebrew 
text, corrected and emended in accordance 
with the findings of present-day scholar- 
ship. 

Dr. Smith expresses at the outset his ad- 
miration for the King James Version of the 
Psalms as ‘‘a masterpiece of English liter- 
ature, unrivalled in beauty,’’ and disclaims 
any attempt to supplant it with his own 
version. His purpose is rather to express, 
as completely and as accurately as the 
limitations of language permit, the thought 
and feeling of the original; and to incor- 
porate the scholarship of recent decades, 
with its more thoroughgoing text-critical 
method and improved philological results. 
His aim has been at all times to create a 
clear and uncorrupted version in which the 
reader of today will be able to see unhamp- 
ered the beauties and true meaning of the 
world’s greatest hymnbook. 


This translation is intended for the public 
rather than for technical study; it is not, 
however, an attempt to bring the Psalms 
down to the level of the mythical *‘man 
on the street.’’ The Psalms are here repro- 
duced in a language and style befitting 
their spirit and content. 


While seeking to avoid a bald literalism, 
Dr. Smith has preferred to err on that side 
rather than upon the side of paraphrastic 
expansion. His aim being always accuracy 
of meaning, he has chosen not to take the 
liberties a paraphrastic rendering. 


The translator brings to his task unusual 
qualifications. He is professor of Semitic 
languages and literatures in the University 
of Chicago, editor of the American Journal 
of Semitic Languages and Literatures, and one 
of the foremost Hebrew scholars in this 
country. He is the author of several well- 
known books on Old Testament subjects. 


This version of the Psalms is the first step 
in the complete American translation of 
the Old Testament, upon which a commit- 
tee of Hebrew scholars is now working 
and which will require a year for its com- 
pletion. 

In this rendering, the modern reader can 
now read the Psalms in the language of his 
own day, just as they were written centu- 

















The 
Business Life of 
Ancient Athens 


By GEORGE CALHOUN 


Many aspects of the life of the 
ancient Athenian have been made 
familiar, but we know very 
little of the busy docks and 
markets in the Piraeus, of the 
financial district where capital 
was mobilized and put to work, 
or the industrial region around 
Laurium, almost modern in its 
dirtiness and desolation. In 
short, for the first time the gen- 
eral reader may now learn the 
way in which business and fi- 
nance were carried on in the 


fourth century B.c. Mr. Cal- 
houn has chosen to emphasize 
the personal and ethical aspects 
of the subject rather than the 


technical processes or purely 
economic data. His exposition 
of the ancient Athenians’ aims 
and ideals, their standards of 
honesty, is offered as a step 
toward a better appreciation of 
what business has contributed to 
the slow building up of the stand- 
ards and ideais which serve as a 
background to the commercial 
activities of the modern world. 


2.00, Postpaid $2.10 
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ries ago. Now as never before he can see 
clearly reflected the religious and spiritual 
conceptions of the greatest of hymnbooks. 
THE PSALMS. Translated from the He- 
brew by J. M. Powis Situ. $3.00, post- 
paid $3.15. 
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Brains of Rats and Men 


That man’s brain has been slowly devel- 
oped from other kinds of animal brain 
structures, that human behavior patterns 
and the noblest human faculties are func- 
tions of man’s peculiar protoplasmic or- 
ganization—to many these still seem diff- 
cult statements to accept. Their truth, 
however, is further demonstrated by C. 
Judson Herrick in Brains of Rats and Men, 
his new book on the origin and biological 
significance of the cerebral cortex. It isa 
volume that belongs to that rare class of 
scientific works of genuine literary merit, 
in which Mr. Herrick traces the evolution 
of this amazingly complex organ from 
fishes to men, and follows step by step the 
elaboration of its functions. 

Objective behavior and subjective experi- 
ence are here reformulated in biological 
terms. Mr. Herrick demonstrates incisive- 
ly that the entire intellectual, emotional, 
and moral life of mankind can be explored 
as biological functions without loss of 
their supreme values as distinctively 
human attributes and without passing 
outside the realm of natural laws. 
Others have tried to read human faculties 
backward into the lower animals. Mr. 
Herrick reverses the order and, beginning 
with the simplest structures prophetic of 
cerebral cortex, he reads this history 
through to its culmination in man. He 
outlines also the development of the 
thalamus and corpus striatum and their 
functional relations with the cortex. 

He turns then to the mechanism of learn- 
ing, centering the discussion about the 
brains of rats and men, the two species of 
mammals whose behavior patterns have 
been studied most intensively under con- 
ditions of laboratory control. Recent ex- 
periments upon learning in rats are sum- 
marized. 

In considering the transition from brute to 
man, Mr. Herrick calls attention to the 
fact that the brain of man is more than 
twice as heavy as that of an ape of equal 





body weight and that this increase is 
chiefly in the cerebral cortex. The com- 
lexity of the internal texture of the hu- 
man cortex surpasses that of an ape in still 
larger measure. 

This account of the cerebral cortex, its 
evolution and its functions, by one of 
America’s foremost neurologists touches 
upon problems that are fundamental to 
afi the sciences that take living things, 
and man in particular, as their province: 
biology, psychology, anthropology, the 
social sciences, education, medicine. 
H. L. Mencken comments: “‘It is, perhaps, 
the best summary of the known facts about 
mental processes yet put into English.”’ 
And The New York World: ‘‘Again and 
again he discounts with a cool saneness the 
verbosity of new schools of psychology 
and philosophy . . . . [it is] suited to any 
intelligent reader."” BRAINS OF RATS 
AND MEN. By C. Jupson Herrick. 
$3.00, postpaid $3.15. 
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Mexico 


Americans give their neighbor a great 
amount of attention but never, so the 
Mexicans say, are able to dispose of mis- 
conceptions about her. Two of our recent 
ublications, Some Mexican Problems by 
Stoises Saenz and Herbert I. Priestley, and 
Aspects of Mexican Civilization by José Vas- 
concelos and Manuel Gamio, represent the 
efforts of men who know the country at 
first hand to outline the true state of affairs 
at the present time. 


Moises Saenz is a member of the Depart- 
ment of Education of Mexico. He gives an 
authoritative interpretation of the situa- 
tion created by foreign, particularly Ameri- 
can, investments in Mexico; discusses the 
Mexican laborer; and the progress in inte- 
grating Mexico through education. His 
outline of the program of the Mexican gov- 
ernment will tend to correct the impression 
that the country is given over exclusively 
to revolutions and political intrigue. 

Professor Priestley, of the University of 
California, author of The Mexican Nation, a 
History, is well qualified to discuss the 
cultural relations of Mexico and the United 
States, and the problems which have 
grown out of Mexico’s efforts at rehabilita- 
tion. He shows the need for a general re- 
construction of Mexican society and ex- 














Social Control 
of Business 


By 
JOHN MAURICE CLARK 


Where are the machines leading 
us? How can business be controlled 
to the best interests of mankind? 
How far should government control 
of business go? These questions, fun- 
damental ones for the student of 
social control, make that subject as 
interesting as it is significant. 


In Social Control of Busines the 
subject is covered systematically 
and is clarified for the student. This 
book is designed as a text for survey 
courses in social control. 


Mr. Clark goes thoroughly into 
individualism, and compares with it 
the various other systems of social 
control: socialism, revolutionary 
communism, syndicalism (and its 
American equivalent, the I.W.W.), 
and anarchism. 


Part II of the text coricentrates on 
a group of concrete problems: price 
control, public utilities, and the 
question of public ownership. 


Here is a text that not only brings 
to the student the theoretical as- 
pects of the subject, but also gives a 
realistic and intensely interesting 
view of the underlying facts. 


$4.00, postpaid $4.15 
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The Democratic 
Way of Life 


By 
THOMAS VERNOR SMITH 


Thomas Vernor Smith in this 
new book re-endows “Liberty, 
Equality, Fraternity’”—worn slo- 
gans of a goal that has never been 
reached—with some of the spirit of 
the days when they were magic 
words. Here is a brilliant commen- 
tary upon democracy as a way of 


life. 


To make clear the abiding real 
content of the democratic trinity of 
ideals, Mr. Smith inquires into these 
goals as they stand today. To bring 
about the ideal democracy, he ad- 
vocates voluntary limitation of fami- 
lies, humanizing work, making re- 
ligion serve the purposes of universal 
brotherhood, cessation of war and 
abandonment of industrial autoc- 
racy, development of industrial 
democracy, and recognition of the 
leadership based upon science in- 
stead of that based upon authority. 


Mr. Smith has brought to those 
principles of democracy upon which 
so much enthusiasm has been lav- 
ished and over which so much dis- 
appointment has been felt, an un- 
deniable tinge of modernity. He 
has formulated a democratic credo, 
the profession of the social faith of a 
modern man. 


$7.75, Postpaid $1.85 
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amines the working policies and construc. 
tive acts of the Mexican people and govern. 
ment. His account is neither a general 
apologia for the Mexican program nor a 
wholesale condemnation of it. 

Mr. Vasconcelos and Mr. Gamio, both of 
the Department of Education of Mexico, 
have outlined Mexican civilization in both 
its Latin-American and Indian aspects. 
Mexicois ‘‘acountry of caste and opposition 
of every sort, a country of worry and wonder 
.... the rhythm of its very life is the 
rhythm of contrast,’’ says Mr. Vascon- 
celos. His essay is an interesting study 
in contrast. 

Mr. Gamio discusses one of Mexico's great- 
est problems, that of incorporating the 
Indian in Mexican population. And he has 
outlined, in the interests of mutual under- 
standing, the efforts of Mexico and the 
United States to educate one another. 
SOME MEXICAN PROBLEMS. By Moses 
SAENZ AND HersperT I. Prizstitey. A§- 
PECTS OF MEXICAN CIVILIZATION. 
By José VasconcELos AND MaNvuEt Gamo. 
Each $2.00, postpaid $2.10. 
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George Eliot to James Joyce 


‘The novels of George Eliot,’’ says Walter 
L. Myers in The Later Realism, ‘‘may be 
named as the first that are adequately re 
resentative of native British realism fully 
matured but not yet modified by French 
naturalism and later European influences.” 
He traces the development in realistic 
characterization from George Eliot to the 
most recent writers of the realistic school. 
The writers considered fall into three 
groups: first, Eliot and Meredith; then, 
with Hardy as a connecting link, follow 
Wells, Bennett, and Galsworthy; and fi- 
nally, Dorothy Richardson, James Joyce, 
D. H. Lawrence, and May Sinclair. 

Mr. Myers has pointed out that the more 
advanced realistic characterization permits 
an effect that may properly be called in- 
congruous; that there has been an infusion 
of something mystical; and that closer 
attention is being given to personality. 
The reader who wishes to keep up with te- 
cent developments in British fiction will 
find this book interesting. THE LATER 
REALISM. By Watrer L. Myers. $2.00, 
postpaid $2.10. 
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Humanizing the Sciences 


Comment on The Nature of the World and of 
Man by sixteen members of the Faculty of 
the University of Chicago is running high. 
Whatever their intentions 
toward college Freshmen, 
which are of no very great 
interest to the world out- 
side the universities, the 
sixteen scientists have 
written sixteen fireside lec- 
tures ranging from astrono- 
my to psychology, which 
the critics rank as the best of recent at- 
tempts to humanize the sciences. Opinion 
runs as follows: 
“One of the finest and most engrossing 
popularizations of current science in exist- 
It is simple, clear, concrete, 
reliable. One emerges from it the richer by 
solid information and definite concepts.’’— 
Henry Hazuitt, New York Sun. 


“A manual of the physical and biological 
sciences of which it would be hard to speak 
too highly. The volume is so many things 
that an outline ought to be but frequently 
isnot. It is selective in the sense of pluck- 
ing the real heart out of a body of data.’’— 
New York Times Book Review. 

“It is unexcelled for the gencral reader and 
many of those who have had scientific 
training will here learn for the first time 
what it is all about. Above all, it is vigor- 
ously inspiring.’’—New York Herald-Tribune. 


“For the story is well told, well illus- 
trated, and well colored with human sig- 
nificance. Certainly the volume is accurate; 
the names of the various contributors 
guarantee that. Certainly it is interesting 
and readable, and popular without being 
diluted.""—The Nation. 
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“It sweeps on from one great truth to an- 
other in a way that gives one a profound 
respect for the recent progress of science."’ 
—Saturday Review of Literature. 
“It is fascinating reading for anyone who 
has a spark of that divine curiosity about 
the ways of life which causes man to seek, 
and seeking, to progress."’"—Chicago Tribune. 
That the orientation course upon which 
The Nature of the World and of Man is based 
is helping the students build a workable 
hilosophy of life is indicated in a large 
body of comment from these students 
themselves. The following statements are 
representative of the student attitude 
toward the course: 
**To me this course has been most stimulat- 
ing. It has given a new and broader con- 
ception of the universe. It has aroused in 
me a new interest and spirit of curiosity. 
I feel that to some extent, I have learned 
to value the scientific spirit. The influence 
that science has upon our lives is better ap- 
preciated. I believe that the course was in- 
tended to present a brief but comprehensive 
picture pf sat that concerns us, to 
shake up our minds, and to stimulate us to 
a little thought. It has done those things 
for me. I am eager to take more science 
courses and find out how and why the uni- 
verse is as it is.” 
“I find the spirit of science to be open- 
minded, strong, fearless, and wholesome. 
It is strange to consider one’s self related to 
the great universe of things. I am very en- 
thusiastic about the course. The realiza- 
tion or the apprehension of the infinitude 
of the heavens, the universe of the atom 
has put me in my proper place in the cos- 
mos. 
‘*This course is called an orientation course. 
This expresses well its aim and what it has 
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done for me. It has taken me out of the 
universe and has set me at a point outside 
where I could see everything that was 
going on and look at the ways of the uni- 
verse from an impartial perspective. It has 
given an introduction to the natural sci- 
ences and their interrelationship. The 
greatest benefit I have received, a benefit 
which sinks all other results into insignifi- 
cance, is that it has caused me to ask myself 
such questions as ‘Who am I?’ ‘What am 
I?’ and ‘Where am I?’ It has changed my 
outlook on the world.”’ 


Two printings of The Nature of the World 
and of Man have already been exhausted 
and a new printing of 15,000 has been or- 
dered. This will include a revision of the 
chapter on ‘‘The Nature of Chemical Pro- 
cesses’ by Julius Stieglitz. As re-written it 
will simplify the subject of chemistry for 
the layman. THE NATURE OF THE 
WORLD AND OF MAN. By Sixteen 
MeMBERS OF THE FacuLty OF THE UNIVER- 
sity oF CuicaGo. $4.00, postpaid $4.15. 
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Gangs 

Gang activities are familiar enough in cos- 

mopolitan cities, but strangely, there has 

been no adequate sociological study of 
them. The forces that explain gangdom, 
adult and juvenile, have been brought to 
light by Professor Frederic M. Thrasher in 

The Gang, a book which critics believe des- 

tined to become the standard source book 

on the subject. 

Professor Thrasher spent six years in his 
study of gangland— 
the poverty belt 
pe eka BY Chi- 
cago’s loop district. 
He lived with the 
gangsters, inter- 
viewed their leaders, 
and became intimate- 
ly acquainted with 
gang life from the in- 
side. Mingling with 
the ‘*Murderers,”’ the 
‘*‘Deadshots,”’ and 
members of hundreds 
of other gangs, he 
learned their mys- 
teries and secret 


signs, their attitudes toward society, and 
toward each other. And he found in ip- 
vestigating 1,313 gangs of all ages and sizes, 
the facts which explain the sensational fea- 
tures of gang life which are flaunted in the 
headlines. 

He looks upon the gang as a social make- 
shift, which naturally appears in the cracks 
of the community and inevitably fosters 
the spread of crime. Abandoning the idea 
of a gang instinct, he attempts through a 
careful study of the natural history, struc- 
ture, and functioning of the gang, to arrive 
at the true causes for its existence. 

Mr. Thrasher has collected a vast amount 
of intensely interesting material which he 
discusses with a minimum of seminar jar- 
gon. A large part of the case material was 
secured from the gang boys themselves. A 
typical case is the following, obtained in 
an interview with a gang boy: 


Bitty, THE BrRaIns 


Billy was the brains of the gang. He was “‘educated,” 
a high-school boy too. He would work sometimes, 
but not often. The kids would bring their “‘stulf” to 
him. One day we had a big fight over it when we were 
robbing a merchandise car; we had cigarettes, pop, and 
a lot of other stuff. Billy had his stuff put away ina 
box with straw on top of it. The watchman looked at 
the straw, but Billy told him it was for a rabbit. Billy 
would sell ‘‘cartoons’’ (of cigarettes) for a half a 
dollar apiece. 

Billy would plan things for our gang. He would get 
us a place to sleep when we were bumming away from 
home. He would get us keys to the bread boxes, so 
that we could get food when we were hungry. We 
would get the bread after the bakers left it early in the 
morning before the stores opened Billy would 
find us a place to sleep in some house or basement. He 
would go around everywhere to see if there was a 
place to sleep or rob; he was a regular investigator. 


Henry Zorbaugh of New York University 
comments: “Dr. Thrasher’s monograph 
should be of interest to the sociologist and 
psychologist as a model of social research 
and a contribution to our knowledge of 
human behavior; to educator and social 
worker as an illuminating background 
against which to consider the practical 
problems of boy adjustment; and to the 
romantically minded as a fascinating story 
of ‘the web of life’ as it is spun in a great 
city.” 

Harry Hansen says in the New York World: 
‘Here is a remarkable document and one 
that ought to be a source book for years to 
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He has dug right down into 
boyland, gone to the root of the problem, 
and produced a book that will become an 
authority."" THEGANG. By Freperic M. 


THRASHER. $3.00, postpaid $3.15. 
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Ernest DeW2tt “Burton 


Daring a half-century of research Ernest 
DeWitt Burton achieved an international 
reputation as a New Testament scholar. In 
two years of extraordinary activity as 
President of the University of Chicago, he 
became equally well known as an educa- 
tional executive. In addition, a leader in 
@ missionary and denominational enterprises, 
he offers an inspiring example of life lived 
to the full. 

Dr. Burton’s personality made a ~~ and 
lasting impression on those who knew 
him. “‘In him,"’ says Henry Justin Smith, 
“were concentrated the mental vigor of 
youth and the benignity of age; the devo- 
tion of a missionary and the acuteness of a 
worldling; the simplicity of a plain man 
and the hice of a true aristocrat.” 

Of his associates, no one is better qualified 
to portray this great and enormously at- 
tractive individual than Thomas W. Good- 
speed, who has been an intimate witness 
of his life-activity. In Ernest DeWitt Bur- 
ton: A Biography, Mr. Goodspeed has fol- 
lowed his career from his student days at 
Denison, through his work as head of the 
Oriental Educational Commission, chair- 
man of the China Educational Commis- 
sion, and President of the University of 
Chicago, to his last days. 

Mr. Goodspeed has not attempted to ideal- 
ize Ernest DeWitt Burton, but to present 
him as he was in every period of his life. 
ERNEST DeWITT BURTON. By Tuomas 
W. Goopsprep. $3.00, postpaid $3.10. 


a 


Dr. Burton left unpublished some exceed- 
ingly valuable work, and this has been 
preserved in two posthumous volumes, 
Christianity in the Modern World, and A 
Short Introduction to the Gospels. 

The first of these volumes brings out one of 
the most attractive phases of Dr. Burton’s 
character. Internationally known as a New 


Testament scholar, and as President of the 
University of Chicago, Ernest DeWitt 
Burton has another side no less great, 
but not as well known. This was Dr. Bur- 
ton the Christian and exemplar of the prac- 
tical Christian life, the man of deep reli- 
gious experience and conviction. 

This phase of his character is uppermost in 
this collection of his fugitive utterances on 
religious themes. Here are his great apolo- 
gia pro vita sua, ‘‘Why I am content to be a 
Christian’’; his views upon Jesus and Paul; 
and the essence of his thinking on Chris- 
tian education and world-problems. 

This book is fittingly concluded with 
‘Christian Education in China,’’ Dr. Bur- 
ton’s last public address. 

The second of the two volumes incorporates 
his final conclusions in a work representing 
one of his most important projects. Dr. 
Burton continued during his last years the 
researches concerning the origins of the 
Four Gospels which had been the basis of 
his valued Short Introductions to the Gospels. 
He made further investigations regarding 
the dates of the Synoptic Gospels, and ap- 
proached the Fourth Gospel from a new 
point of view, applying the method of 
source criticism which he had already used 
with conspicuous success in the case of the 
Synoptic Gospels. 

These significant advances have been incor- 
porated by Harold R. Willoughby in a new 
revision of the volume, which brings to 
biblical students valuable new material. 
Two important sections of fresh material 
found in Dr. Burton's files have been added. 
The first renders an exceptional judgment 
regarding the dates of the Synoptic Gos- 
pels. The second outlines a unique theory 
concerning the composition of the Fourth 
Gospel which illuminates the Johannine 
depiction of Jesus. 

This authoritative revision places before 
students of the Gospels those facts concern- 
ing the purpose and point of view of each 
of them which are most necessary for an 
intelligent understanding of them. CHRIS- 
TIANITY IN THE MODERN WORLD, 
By Ernest D. Burton. $2.00, postpaid 
$2.10. A SHORT INTRODUCTION TO 
THE GOSPELS. By Ernest D. Burton 
AND Harotp R. Wittoucusy. $1.75, post- 
paid $1.85. 

















Social Control 
of Business 


By 
JOHN MAURICE CLARK 


Where are the machines leading 
us? How can business be controlled 
to the best interests of mankind? 
How far should government control 
of business go? These questions, fun- 
damental ones for the student of 
social control, make that subject as 
interesting as it is significant. 


In Social Control of Business the 
subject is covered systematically 
and is clarified for the student. This 
book is designed as a text for survey 
courses in social control. 


Mr. Clark goes thoroughly into 
individualism, and compares with it 
the various other systems of social 
control: socialism, revolutionary 
communism, syndicalism (and its 
American equivalent, the I.W.W.), 
and anarchism. 


Part II of the text concentrates on 
a group of concrete problems: price 
control, public utilities, and the 
question of public ownership. 


Here is a text that not only brings 
to the student the theoretical as- 
pects of the subject, but also gives a 
realistic and intensely interesting 
view of the underlying facts. 


$4.00, postpaid $4.15 
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New Serzes of German 


Texts 


The new ‘University of Chicago Junior 
College Series’ of German texts embodies 
all the most recent progress in the methods 


of teaching German. In fact, those who 
foliow the articles on language pedagogy 
in the language journals will readily see 
that this series not only incorporates the 
best of what has been done but goes far 
beyond—making a new and distinct con- 
tribution of its own. 
Two volumes are ready for immediate use. 
They are A Modern German Grammar, by 
Peter Hagboldt and F. W. Kaufmann; and 
Inductive Readings in German, Book |, by the 
same authors. 
The grammar offers an absolutely new 
method of combining analysis and syn- 
thesis. Each lesson is scientifically con- 
structed, with analysis of the reading text 
and development of grammatical principles 
followed by synthesis or actual use of what 
has been learned. 
This new pedagogically scientific grammar 
disposes of the old grammar method which 
considered the rule the basic element of lan- 
uage. It is designed to help the student 
Socios for himself the principles of gram- 
mar. The principle upon which this text 
is based is the foundation of scientific 
teaching and learning: that the student be 
called upon to work out grammatical prob- 
lems through observation, reasoning, af 
imitation. 
There is an abundance of direct-method 
practice material, the reading selections aft 
made as interesting as possible, and gram- 
mar is reduced to its minimum essentials. 
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The reader, designed lesson by lesson to 
accompany the grammar, carries out the 
inductive feature by making it possible for 
the student to infer meanings of new words 
through various ingenious devices. It is 
carefully and scientifically graded. 

Two other readers, a review grammar, a 
book on Gerinan words, a book on the 
problems and technique of teaching Ger- 
man, and a series of tests are in preparation. 
The entire series will be made up of ma- 
terials which have been iecwadiie tried 
by experienced instructors in the Univer- 
sity of Chicago and elsewhere. A MOD- 
ERN GERMAN GRAMMAR. Minimum 
Essentials Inductively Presented. By Prrer 
HaGBoLpT AND F. W. KaurMann. $1.85, 
postpaid $1.95. INDUCTIVE READINGS 
IN GERMAN. Book I. By Prrer Hac- 
BOLDT AND F. W. KauFMann. $1.25, post- 


paid $1.35. * 


The ‘‘University of Chicago Junior College 
Series’’ of French texts, initiated not long 
ago with Otto F. Bond’s The Sounds of 
French and An Introduction to the Study of 
French, has, because of the departure of its 
methods from those generally in use, be- 
come a center of controversy. Mr. Bond 
maintains that most of his critics have mis- 
taken his aims. Answering one of them, 
Colley F. Sparkman, in the Modern Language 
Journal, he says: “‘I am afraid that Mr. 
Sparkman suspects me of having wished 
upon the public a substitute for a composi- 
tion grammar or some béte difforme lacking 
synthetic legs and a raison d.étre, since he 
would have me add various types of exer- 
cises involving composition. Let me point 
out that the Preface (page viii) states the 
purpose of the book as being to enable the 
a to read (not write or converse!) in 
a short time and to prepare him for better 
and more rapid progress in acquiring ex- 
pression power. 

“Incidentally, why do language teachers 
struggle manfully to uphold the conversa- 
tion and composition banner in beginning 
courses, since better than 50 per cent of 
their beginners leave them when the re- 
quirements have been satisfied?”’ 
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Malnutrition 
The extent to which American children are 


undernourished may be judged from the 
fact that there is an army of a quarter mil- 














The 
Business Life of 


Ancient Athens 
By GEORGE CALHOUN 


Many aspects of the life of the 
ancient Athenian have been made 
familiar, but we know very 
little of the busy docks and 
markets in the Piraeus, of the 
financial district where capital 
was mobilized and put to work, 
or the industrial region around 
Laurium, almost modern in its 
dirtiness and desolation. In 
short, for the first time the gen- 
eral reader may now learn the 
way in which business and fi- 
nance were carried on in the 
fourth century B.c. Mr. Cal- 
houn has chosen to emphasize 
the personal and ethical aspects 
of the subject rather than the 
technical processes or purely 
economic data. His exposition 
of the ancient Athenians’ aims 
and ideals, their standards of 
honesty, is offered as a step 
toward a better appreciation of 
what business has contributed to 
the slow building up of the stand- 
ards and ideals which serve as a 
background to the commercial 
activities of the modern world. 


$2.00, postpaid $2.10 
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The Democratic 
Way of Life 


By 
THOMAS VERNOR SMITH 


Thomas Vernor Smith in this 
new book re-endows “Liberty, 
Equality, Fraternity”—worn slo- 
gans of a goal that has never been 
reached—with some of the spirit of 
the days when they were magic 
words. Here is a brilliant commen- 
tary upon democracy as a way of 


life. 


To make clear the abiding real 
content of the democratic trinity of 
ideals, Mr. Smith inquires into these 
goals as they stand today. To bring 
about the ideal democracy, he ad- 
vocates voluntary limitation of fami- 
lies, humanizing work, making re- 


ligion serve the purposes of universal 
brotherhood, cessation of war and 
abandonment of industrial autoc- 
racy, development of industrial 
democracy, and recognition of the 
leadership based upon science in- 
stead of that based upon authority. 


Mr. Smith has brought to those 
principles of democracy upon which 
so much enthusiasm has been lav- 
ished and over which so much dis- 
appointment has been felt, an un- 
deniable tinge of modernity. He 
has formulated a democratic credo, 
the profession of the social faith of a 
modern man. 


$7.75, postpaid $1.85 
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lion poorly nourished children from al} 
classes in New York City alone. 

There are many reasons why not only the 
nutrition expert but the parent needs the 
best available scientific knowledge of the 
nutrition problem. Malnutrition is an ip. 
sidious enemy of childhood—it stunts 
growth, shortens life, increases suscenti- 
bility to disease, retards mental develo 
ment. Its effect upon the nervous system is 
especially marked. The rapidly developing 
brain and nervous system of a child require 
certain food materials, and a moderate 
_—— of fat is needed to protect the 
nerves from external stimulation. When 
this is lacking, headaches, insomnia, irrita- 
bility, over-activity, and even hysteria de- 
velop. If nothing is done to improve his 
condition, the undernourished child be- 
comes thin, anemic, wing-shouldered, dull, 
listless, and backward. 

In combating malnutrition, teachers, par- 
ents, students, and others concerned with 
nutrition problems have been handicapped 
by the lack of acomprehensive survey of the 
entire subject. The needed information has 
been scattered through hundreds of maga- 
zines, journals, and bulletins, many of 
them written in technical language. In Nw 
trition Work with Children, Lydia J. Roberts 
has supplied the needed survey. Here ina 
single volume are materials for which it 
was previously necessary to search through 
many. NUTRITION WORK WITH CHIL- 
DREN. By Lypta J. Roserts. $3.50, post- 


paid $3.65. 
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The Voice of a University 


We have recently printed, and should be 
glad to send those who want it, a booklet 
about the University of Chicago Press and 
how it functions as ‘“The Voice of a Uni- 
versity." To quote from it: ‘*... . there 
are Organizations which see in books not 
only the beauty of form, but which see 
through the book to its contents, and 
which insist that in content the quality of 
the printed page shall be preserved. This 
is the special opportunity of the great unt- 
versity presses. The university presses must 
restore and deserve the medieval belief in 
the sacredness of books. If men can find im 
books ideas which liberate and enlighten 
them, their reverence for books will live. 
.... This is the special function of the 
university press."’ 























Cambridge Gniversity Press 








The Cambridge Ancient History. Edited by J. B. Bury, M.A., F.B.A., 
S. A. Coox, Litt.D., and F. E. Apcocx, M.A. Volume IV, The Persian Em- 
pire and the West. With 11 maps and 6 tables and plans. Royal 8vo. $9.50. 


The Cambridge Medieval History. Planned by J. B. Bury, M.A., 
F.B.A. Edited by J. R. TANNER, Litt.D., C. W. Previté-Orton, M.A., and Z. N. 
BrooKE, M.A. Volume V, Contest of Empire and Papacy. With 9 maps in a 
separate portfolio. Royal 8vo. $13.50. 

An Economic History of Modern Britain. The Early Railway Age, 
1820-1850. By J. H. CLapuam, Litt.D. With 7 plates and diagrams. Royal 8vo. 


The Medieval Village. By G. G. Courron, M.A., Hon. D. Litt. Second 
impression. With 18 illustrations. Demy 8vo. $10.00. 


The English Village Community. Examined in its relations to the ma- 
norial and tribal systems and to the common or open field system of husbandry. 
An Essay in Economic History. By FREpERIC SEEBOHM, Hon. LL.D. (Edin.), 
Litt.D. (Camb.), D.Litt. (Oxford). Fourth edition, reprinted. With 14 maps 
and plates. Demy 8vo. $4.25. 

Population Problems of the Age of Malthus. By G. Tatzor Grirritn, 
B.A. Demy 8vo. With 4 diagrams. $5.00. 

The Social Revolution in Austria. By C. A. Macarrney. Crown 8vo. 
$3.40. 

English Monastic Finances in the Later Middle Ages. By R. H. 
SNAPE, M.A. Demy 8vo. $3.50. (Cambridge Studies in Medieval Life and Thought.) 
The Home of the Monk. An Account of English Monastic Life and Build- 
ings in the Middle Ages. By the Rev. D. H.S. CrRanace. With 20 illustrations 
and 4 plans. Crown 8vo. $2.40. 

Trade-Routes and Commerce of the Roman Empire. By M. P. 
CHARLESWORTH, M.A. New and cheaper (second) edition. Crown 8vo. $3.50. 
Our Early Ancestors. An introductory study of Mesolithic, Neolithic, and 
Copper Age cultures in Europe and adjacent regions. By M.C. Burkitt, M.A., 
F.S.A., F.G.S. With a frontispiece and 30 plates. Crown 8vo. 

The Southern New Hebrides. An Ethnological Record. By C. B. 
HumpurREYS. Demy 8vo. $5.00. 








Published by the Cambridge University Press (England) 
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Materials for the Study 
of Economics 


Readings in the Economics of War. Edited by J. Mav- 
RICE CLARK, WALTON H. HamItton, and HaRro.p G. 
MovuttTon. 668 pages, cloth, $3.50, postpaid $3.70. 

Current Economic Problems. Revised edition. Edited 
by Watton H. HAMILTON. xxix+960 pages, 8vo, 
cloth, $4.00, postpaid, $4.25. 

Exercises in Current Economics. By WALTON H. Hamt- 
TON. x+106 pages, 12mo, paper, 75 cents, postpaid 
78 cents. 

Materials for the Study of Elementary Economics. 
Edited by L. C. MARSHALL, CHESTER W. WRIGHT, 
and James A. FIELD. xviii+928 pages, 8vo, cloth, 
$4.50, postpaid $4.65. 

Principles of Money and Banking: A Series of Selected 
Materials with Explanatory Introductions. By 
Harotp G. Movutrton. xl+502 pages, 8vo, cloth, 
$4.00, postpaid $4.15. 

Principles of Banking. By HARoLD G. MOULTON. xxx+ 
500 pages, 8vo, cloth, $2.50, postpaid $2.60. 

Agricultural Economics. By Epwin G. Nourse. xxvi+ 
896 pages, 8vo, cloth, $4.00, postpaid $4.15. 
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